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HERE'S A WIDE OPEN MARKET! 





% of homes a: GLASS 
having & COFFEE 
MAKERS 








ELECTRIC VACUUM 
IRONS TOASTERS CLEANERS 


95% 55.5% 48.4 % 


AND EVERY SILEX placed on your line 
ADDS 87 KWH 10 LOAD 


Here is load-building opportunity! Trade 
magazine surveys indicate a 23% gain in glass 
coffee maker purchases for 194]! 

And every SILEX user plugs it in two, three or 
more times EVERY DAY! A SILEX placed on your 
line adds 87 KWH to your load ... more than any 
other electric appliance except a roaster! 


1941 is a load-building year... a SILEX 
year! Display Genuine SILEX ... feature SILEX 


in your promotions ... watch your load climb! 


THE SILEX COMPANY Dept.U3 HartForpD, CONN. 
Creators of the Glass Coffee Maker Industry 


“TRADE MARK REG. 


Push <4. € XM and watch your load climb 
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Leading Gas Authorities Recommend 


BARBER BURNERS 


Men experienced in the sales and servicing of gas appliances 
know that the burner is the heart of the appliance. For 
many years Barber Burners have enjoyed wide approval 
from gas companies the country over. In addition to the 
popular and efficient Barber Conversion Burner for furnaces 
and boilers, Barber Units are used as standard equipment by scores of 
leading manufacturers, for heating and air conditioning equipment, 


water heaters, and numerous commercial and industrial appliances. 


The public, as well as the trade, has found that gas burning appliances 
which are Barber-equipped sell better and perform better. On appli- 
ances which you sponsor, for Natural or Butane gas, be sure that the all- 


important element, the burner, bears the name Barber. 


@ Barber Gas Conversion Burn- 
ers, with a direct, perfectly con- 
trolled flame of 1900° tempera- 
ture on atmospheric pressure, 
thoroughly “scrub” the walls of 
the fire box. Listed in A.G.A. 
Directory of Approved Appli- 
ances. Write for catalog and 
price list on Conversion Burners, 
Appliance Burners and Regu- 
. lators. 
Installed in Round Boiler eis selina 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


© BARBER&SZ*%SBURNERS~ e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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Guarantee Does Cut 
Your Wrench Costs 


UNCONDITIONAL GUARANTEE 
If this Housing ever 
Breaks or Distorts we 


will replace it Free. 
Ress 

HIS amazing RIES&ID has won 

world-wide popularity among the 
most critical pipe wrench users be 
cause it really does end all wrench 
housing repairs and expense. Because 
the adjusting nut always spins easil 
to size. Because its safe chrome mo 
lybdenum replaceable jaws are instant 
grip and let-go and the I-bear 
handle is both powerful and eas 
on the hand. A toola man enjoys 
using — and it saves you money. Bu 
from your Supply House. 


THE RIDGE TOOL CO., ELYRIA, OHIC 


ma 
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Fel Eexib PIPE TOOLS * 


In use all over the world 
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Pages with the Editors 


ARK off another utility on the score of 

those industries of public service which 
have been made glamorous by Hollywood. You 
have doubtless already witnessed the historical 
spectacle of the discovery of the telephone by 
Don Ameche disguised as Dr. Alexander Gra- 
ham Bell, and the double impersonations of 
Thomas A. Edison by Mickey Rooney and 
Spencer Tracy, respectively. Then there was 
the technicolor saga of the transcontinental 
raiiroad in the film “Union Pacific.” Also, we 
have a rather vague recollection of another 
American railroad, the Erie canal, and the 
Suez being portrayed in the cinema. 


THE latest utility to make its bow under 
the Hollywood Kleig lights is the telegraph 
industry in a film entitled “Western Union.” 
We witnessed the premiére of this epic and 
came away with the impression that it was not 
so much a picture about Western Union as it 
was a regular Wild West show concerned with 
a misunderstanding between outlaw rustlers, 
masquerading as Confederate guerrillas, and a 
surveying party which, incidentaliy, happened 
to be engaged in stringing wires for the first 
transcontinental telegraph system. There are 
also complications from hostile Indians. 


Nor pretending to assume the prerogatives 
of a dramatic reviewer, we leave to more 
regular movie-goers the verdict on the merits 
of “Western Union.” Our only point in bring- 
ing it up was to note wistfully that pretty soon 
Hollywood is going to run out of utility in- 
dustries, which is perhaps too bad but cer- 
tainly inevitable. From last accounts, the gas 
industry, street cars, busses, and the Wright 
Brothers are about all we have left who have 
never submitted to a screen test. As for radio 
and television—well, they are just too young, 
industrially speaking, to be getting such con- 
ceited ideas. 


¥ 


eget might suggest the question: How old 
is the electric industry? Theoretically, it 
probably goes back beyond the discoveries of 
Gramme, Ampere, Faraday, the Leyden jars, 
and even Benjamin Franklin’s kite string. But 
if one had to pick some definite year as mark- 
ing the beginning of practical experience, the 
year 1876 has its qualifications. For reasons, 
see the review of a recent volume on the his- 
tory of the General Electric Company in this 
issue (page 427). 
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HENRY L. GRAY 


Years of experience convince him that an ac- 
tual cost rate base would setile the deprecia- 
tion argument. 


(SEE Pace 401) 


PROBABLY a much more difficult task would 
be determining how old is regulation. State 
commissions often date state utiity regulation 
from the year 1907 when the first full-strength 
public service commission laws were enacted 
in New York and Wisconsin. But the record 
of the Interstate Commerce Commission goes 
back much further than that; and scholarly 
textbooks trace common law rate control and 
common carrier regulation back to the reign 
of King James I of England. 


A MORE practical question would be: What 
has American experience in regulation pro- 
duced in the form of consistent policy and 
procedure? Henry L. Gray, well-known valu- 
ation expert and consulting engineer of Seat- 
tle, Washington, gives us his impression of 
the progress which regulatory science, such 
as it is, has made with respect to the single 
subject, depreciation. (See page 401.) 


Mr. Gray, author of this depreciation ar- 
ticle, is a native of Missouri, who received his 
education as an engineer at the university of 
that state. He went to Seattle in 1905 as an 
engineer on the Pacific coast extension of the 
Milwaukee railroad and has remained in the 
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HEY COULD DO IT IN 24 HOURS WIT 











ONLY A FEW MINUTES 


needed to connect this Chromalox 
immersion heater to the nearest 
electric line and drop.it into this 
tank to keep cleaning solution 
hot. Heater blades are sheathed 
in any metal needed to defeat 
corrosion. Temperature uniformly 
assured, 


CHROMALOX 
ELECTRIC HEATING UNIT 


Every problem like this offers you a chance to add ne 
profitable load with electric heat. Many a manufacture 
hesitates to make a much-needed shift of steam-heate 
equipment because of production tie-up. Youcantellhi 
how to do it easily and quickly, avoiding the time lo 
in planning and connecting up steam piping, by usin 
Chromalox electric heating units in place of steam coils 

Manufacturers everywhere are hungry for ideas thd 
will help them boost production. Chromalox electri 
heat is the simple answer in scores of cases. Wiegan 
engineers have at their finger-tips voluminous data o 
electric heat applications, and are ready to work wit 
you in meeting specific problems. 

Chromalox electric heating units are available i 
types, sizes and ratings for any application requiri 
temperature up to 1000 deg. F. 


EDWIN L. WIEGAND COMPAN 
7500 Thomas Blvd. e Pittsburgh, Penr 


58570), .E- We). 
~The Coal builder 
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state of Washington since that time, during 
which period he served as chief engineer on 
the regulatory commission of that state until 
1913. Since that date he has been engaged in 
pr.vate practice. 


e 


- atidpcs he is a sort of distinguished alum- 
nus who has passed from the confines of 
our editorial jurisdiction, we naturally fol- 
low the doings of Wendell Willkie with a 
patronly interest. Consequently, we have been 
puzzied by one aspect of the publicity which 
attended his recent clipper dash to England 


for the Spirit of H. R. 1776. It has nothing to~ 


do with foreign policy or domestic politics. It 
is simply this: 


THE press seems to be assiduously spread- 
ing the idea that Mr. Willkie is a drinking 
man. Oh, we don’t mean that in the alcoholic 
sense. We refer to beverages in general. 


At first we were not disturbed when reports 
came of Mr. Willkie having tea with this, 
that, and the other Important Personage. After 
all, visiting Americans must expect the inevi- 
table ritual of the British tea. And the reason 
may be suggested by the stale but cynical 
query: “Did you ever taste their coffee?” 
That’s just the point. Mr. Wiilkie did taste 
their coffee and the press made much ado 
about it. It detailed faithfully Mr. Willkie’s ac- 
ceptance of an invitation by an humble cave- 
dweller in a London shelter to taste his coffee. 
Mr. Willkie’s observation that it was very good 
coffe had tasted in America 
—was painstakingly recorded at press cable 
rates, 


THEN came the beer incident. Scarcely had 
he disembarked from the clipper when the avid 
press wanted to know about British beer. He 
said it was good. One journalistic Iago tried 
to dagger the Willkie hide to the barn door of 
the American brewing industry by asking if 
the British brew were better than our own. 
But politicaily wise Mr. Willkie deftly side- 
stepped that with an innocuous insistence that 
the English beer was very good indeed. Mys- 
tery shrouds the nature of the libation con- 
sumed at the historic Willkie-De Valera lunch- 
eon. But it wouldn’t surprise us to find some 
journalistic observation that Irishmen in their 
native habitat have never been noted for guz- 
zling great quantities of aqua pura. 


Now, what we want to know, Mr. Willkie, 


is: What in the world did you get to cat over 
there? 


¥ 


Lso in this issue are two articles by Wash- 
A ington newspaper correspondents. In the 
opening piece Herbert Corry tells us about a 
surprising recent trend in the Federal admin- 
istration in inland waterway shipping. ANDREW 
BARNES gives us a preview of the legisiative 


MAR. 27, 1941 


(Continued) 


Hrkobwt Conner 


Has the inland waterway transportation serv- 
ice of the Federal government undergone a 
change of heart? 


(SEE Pace 387) 


technique which may be employed to put over 
the revived St. Lawrence seaway-power pro- 
posal, 


¥ 


MONG the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


Tue Securities and Exchange Commission, 
although permitting the issuance of securities 
by a subsidiary of a registered holding com- 
pany, has declared its policy for the future as 
opposed to approving securities even for re- 
funding purposes when debt ratios are un- 
satisfactory. (See page 65.) 


THE limited jurisdiction of the Tennessee 
commission over a nonprofit codperative or 
electric membership corporation is discussed 
by the commission in denying a petition by 
customers of such nonprofit cooperatives or 
membership corporations for an order requir- 
ing service from a company-owned electric 
utility. (See page 98.) 


MAINTENANCE and depreciation expenses are 
allowed as operating expenses in connection 
with property constructed by contributions o1 
customers, where the property so constructed 
belongs to the company, and the company is 
charged with the cost of maintenance and re- 
placements. (See page 106.) 


THE next number of this magazine will be 
out April 10th. 


Ac Chiov 
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You'd think it was INVENTED 
especially foc INVENTORY! 


NOW FOR THE FIRST TIME YOU CAN DO THE 
WHOLE JOB ON ONE MACHINE...THIS MACHINE! 


@ EVERY CALCULATION IDENTIFIED 


by part number, item number, etc. 





@ A PRINTED LIST and SUB-TOTAL 
of the individual units on hand . . . each listing 
represents a separate bin. 


TOTAL UNITS ARE CONVERTED 

into grosses, pounds, packages, reams, cases, etc. 

(in this case, into dozens) ... this calculation 
is done AUTOMATICALLY. 


@ TOTAL COSTS ARE COMPUTED 
multiplying cost per dozen ($2.16) by the 
number of dozen (188) printed by the 

previous calculation. 


In short... A PERMANENT, PRINTED RECORD for each item to 
be inventoried ... ONE unbroken calculation performed by ONE 
operator ... on ONE machine, with accuracy automatically 

assured. Remington Rand’s new Printing Calculator is the 

only machine which can do the COMPLETE inventory 

calculating job... Because it combines listing, adding and 

ubtracting facilities with the convenience of printed 
multiplication and printed automatic division. é 


WWSTFOR INVENTORY? No indeed! The Printing Calcu- 
tor is on the job in thousands of businesses, where- 
ever there is figuring to be done. Mark-ups, discounts, 
estimates, payrolls, invoice checking, costs, deprecia- 
tion, See it demonstrated today at your nearest 
Remington Rand office. Or write Remington Rand 
Inc, Buffalo, New York. 


The Remington Rand 
Printing Calculator 


d  Melseless, Standard, Portable Typewriters . . . Adding, Calculating, Bookkeoping, P heaton | 1! 

) ington Ran | Accounting Machines . . . Kardex Visible Systems, Record Protection, Filing Methods and meat, | 
eming PFA TT Eee (oose-Leaf Devices .. . Photographic Records Equipment . . . and other Precision Products including the | 
A713 eli i(4 lize famous Remington Rand Dual Close-Shaver — Dealers, Sales and Service Offices in SY RMS | 


BS 
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Another Example of VULCAN 
VERSATILITY 


in Soot Blower Design 





Valean unit makes notable 

4 year record in latest design, 
twin furnace Foster Wheeler 
steam generator installation 

at Oil City, Pa., station of the 
Keystone Public Service Company, 
operating on fuel relatively high 


in ash having a low fusion point. 
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Vulcan unit in twin-furnace Foster Wheeler steam 
generator completes 4 years’ service with NO TROUBLE 
AND NO MAINTENANCE. 

... This despite unusual problems presented by 
novel boiler and furnace design. 

...As the drawing shows it was impracticable to 
install soot blowers from the front of the boiler as the 
furnace construction precluded installation of con- 
ventional type of elements and bearings to provide 
necessary protection and support. 

... Hence, entry was made at the back necessitating 
carrying the elements a distance of about 26 ft., through 
hes economizer and boiler tube banks to the super- 

ealer. 

... Passage through high temperature, intermediate 
temperature and relatively low temperature zones, 
Plus the factor of exceptional length, greatly compli- 
cated the problems of securing adequate thermal pro- 
tection, dependable support, and at the same time 
Provide for expansion and contraction without danger 
of cutting tubes. 

Solution was found by using HyVULoy element 


section for the high temperature area, VULcrom ele- 
ment for the intermediate, with the balance steel; and 
providing specially designed bearings to hold the 
members in such a way as to eliminate hazard of tube- 
cutting and directed expansion toward the back of the 
boiler, where it could be taken up by a suitable expan- 
sion joint. 

... Because of the advanced design of this boiler 
involving new features in soot-blower design and con- 
struction, Vulcan engineers inspected the installation 
monthly for many months, but the engineering was so 
sound that no trouble of any kind developed—Results— 
Perfect Operation—Perfect Cleaning—Reasonable Cost 
—And—vULCAN SOOT BLOWERS WERE SPECIFIED when 
aduplicate Foster Wheeler twin furnace steam generator 
was recently ordered by Keystone Public Service 
Company. 

. .. Whatever the characteristics of your boiler and 
setting, fuel, or load, Vulcan engineers can successfully 
solve any soot blower installation and operating prob- 
lem involved. We invite your consideration of ee 
service with respect to any soot blower need. 


VULCAN SOOT BLOWER CORPORATION 


DU BOIS, PENNSYLVANIA 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“We have no boom and I hope we never have another, 
Prosperity is hard to stand.” 


¥ 


“We may face meatless and wheatless days, but there 
probably will be no lightless days.” 


¥ 


“Tl am confident that the normal budget of the Federal 
government can be reduced by a minimum of $1,000,000,- 
000 per annum.” 


sa 


“Taxes [on railroads] in 1940 were the highest for 
any year on record, amounting to $405,000,000, or a daily 
average of $1,107,000.” 

¥ 


“Regulation is never static. It increases like a. snow- 
ball. There seems no end to broadening the scope and 
strengthening the power.” 


¥ 


“Now, Mr. Chairman, ... at the risk of having you 


say to yourselves, ‘Here comes another one of those 
time-worn national-defense stories,’ . os 


¥ 


“When transportation service is required in astronomi- 
cal quantities, whether in war or peace, the railroads 


leave other agencies of service almost out of the picture.” 


¥ 


“I would ask no one to defend a democracy which in 
turn would not defend everyone in the nation against 
want and privation. The strength of this nation shall 
not be diluted by the failure of the government to pro- 
tect the economic well-being of all citizens.” 


¥ 


“We are rich in resources because we have put our 
house in order. Our natural wealth forms the ‘sinews 
and muscles of our defense machinery. We will con- 
tinue to administer prudently our resources for present 
use and for defense when we must, and guard them 
for the future, always.” 


12 
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MACHINERY OF PRODUCTION 


TO TODAYS 


PRODUCTION 


As essential as the machinery in the factory 
is the machinery in the office which provides 
executives with vital control figures, such as— 


BUDGETS—Estimates, specifications and commitments 
that precede actual factory production. 


PURCHASING— Purchase orders and vendors’ records 
that speed delivery of parts and materials—prevent 
misunderstandings. 


MATERIAL CONTROL—Requisitions, receiving records, 
stock records that control the flow of materials to 
scheduled rate of output—furnish up-to-the-.ninute 
Statistics and reports. 


LABOR ACCOUNTING—Earnings calculations, wage 
accruals, payroll records that insure prompt payment 
of personnel —provide adequate statistics and reports. 


COST RECORDS—Cost-to-date figures —available every 
day—that provide expense and production controls 
and statistics for review. 


MANAGEMENT FIGURES —Vital figure-facts, statistics 
and reports that permit quick decisions, quick action. 


Today modern Burroughs machines provide every type of required record and figure control in - 
less time, with less effort, at less cost. Investigate—telephone the local Burroughs office today. 


BURROUGHS ADDING MACHINE COMPANY - 


DETROIT, MICHIGAN 
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EpitortaL STATEMENT 
Industrial News Review. 


Epwin S. SmitH 
Member, National Labor 
Riiepions Board. 


Dan HARGRAVES 
Writing in The Nation. 
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“One of the greatest contributions which labor leaders 
today can make to our national defense efforts is to 
exercise their restraining influence upon the rank and 
file against demanding wage increases.” 


¥ 


“ |. we need an economic gospel. That is our proven 
need. We need a modern handbook relating, in orderly 
sequence, the operations and effects of the system of 
private enterprise on the lives of our people.” 


¥ 


“While no one would claim our system of govern- 
ment is perfect, I believe that, whatever its imperfections, 
it has brought more happiness to those who live under 
it than has any other kind of government on earth.” 


¥ 


“Unfortunately, ... the great bulk of those who be- 
lieve in American principies are relatively inarticulate, 
while those who seek to undermine our American sys- 
tem are cleverly and effectively proclaiming their theories 
from every housetop.” 


“If political candidates who so vociferously advocate 
electric power ‘for the people, by the people,’ should 
suddenly switch to an equally exuberant revelation of 
the actual accomplishments of the private utilities, the 
voters would be convinced in short order that we have 
been living in an electric Utopia all along and didn’t 
know it.” 


¥ 


“To sound a retreat for labor at the present time from 
this vantage point which it has gained would signify 
not only to labor but to liberal opinion generally a danger- 
ous retrogression from democracy. In view of the gen- 
eral assault upon the democratic processes which is 
taking place upon a world-wide sca'e, it would seem 
the better part of prudence and statesmanship to con- 
tinue undisturbed durngz the national defense period 
and thereafter the civil guavanties which the Wagner 
Act has given to industrial workers and which had been 


so long denied them.” 


¥ 


“Despite the development of large public power proj- 
ects in recent years, there exists a real danger of a pro- 
duction bottle-neck at the point of power supply. Nation- 
al power production is now reaching a new all-time high. 
Many utilities are announcing, with appropriate fanfare, 
the expansion of their power facilities to take care of 
defense needs. Under the circumstances, the question 
may well be asked whether the zeal of privately owned 
utilities to keep their commercial lighting loads at pres- 
ent levels does not work against a sound public policy 
of power conservation.” 
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’ METAL ENCLOSED BUS» 


R&IE bus provides individual housings not strength members. These housings 

for each conductor with air space be- can be gasketed to keep out dirt and 

tween-thus preventing ep ae — moisture. 

and limiting any trouble to ground faults 

The air ne a be eoeaalia odie: R&IE bus can be mounted on floor, wall, 
or ceiling and is readily fitted to a struct- 

R&IE bus provides ample strength to ural steel mounting. 

resist short circuit stresses. These E . ¥ 

stresses are taken by the mounting R&IE bus can be installed, aligned, 

frames in which the insulators are sub- adjusted and tested, and then the hous- 

jected to compression loading only. ings put on. Conversely the housings 
can be taken off for inspection by re- 

R&IE bus covers are housings only and moving a minimum number of bolts. 


R&IE bus can compete in price and in 
low cost of erection with any other type 
of bus structure and also give the above 
distinct advantages. 


RAILWAY ano INDUSTRIAL ENGINEERING CO. 
GREENSBURG, PA. . . In Canada, Eastern Power Devices, Lid., Toronto 
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ONLY WATTHOURS Metered. ADD D REVENUE Y 


12,000, 000 iatets 
now in service are old and nercmpe 
sated, Considerable reyenue ieee often i 
result from noice inden appliance 
loads with these uncompensated meters, 
With modern Sangamo Type ] Meters, 
however, the lool imposed by today’s 
diversified electril coptilleinicta are met- 
ered accurately heute in full reve- 


nue for all load a 
A 

















X “PAYLOADS 1 when metered with modern m meters 3 
SRA i! 


SANGAMO ELECTRIC COMPANY 


SP RING EAE ee: oe ae es 


SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 








For Manufactured, 
Natural and Butane Service 


Ne 
F coe % “Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport; Conn. 
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IN HUNDREDS OF UTILITY AND 
PRIVATELY-OWNED FLEETS-—IT’S EXIDE 


EACE of mind is nét-something that can 
be purchased in the ordinary sense of the 


word. LE 


Nevertheless, hundreds ,of fleet ‘operators 
whose buses, trucks or conipany cars must be 
on the road at any time and under all condi- 
tions, have ceased to worry about cranking and 
lighting failures since installing Exide Batteries. 


It is mighty gratifying to know that the bat- 
teries which Exide recommends for a particular 
job of cranking or lighting, can be depended 
upon to do that job satisfactorily without cod- 
dling, under the most severe conditions. Case 
records provide evidence of fleet owners oper- 
ating hundreds of vehicles, who have received 
an average of 125,000, 175,000 and even 200,000 
miles per battery. - 


Why not equip your company’s vehicles with 
Exides? Our free booklet, “Battery Operating 
Instructions,” is yours for the asking ... and 
it may help you arrive at a decision. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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Lightning study in miniaty | 








Bu“ for the purpose of studying 
effects of lightning, this miniature 
transmission line will help point the 
way to further improvements in pro- 
tective methods. Westinghouse is con- 
tinually looking ahead both in the 
laboratory and in the field to develop 
new and better equipment to serve you 
and your customers. An outstanding 
development resulting from this inten- 
Sive research is the new LV Autovalve 
Lightning Arrester which gives greater this 
protection for distribution lines by its { 

ability to handle lightning surges of 

both long and short duration. 

WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGII, PA 


. 


Westinghouse (W 


ELECTRICAL PARTNER OF THE CENTRAL STATION INDUSTRY 
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A complete man- 
ual of central 
station practice 


Editor-in-Chief 
CLARENCE H. 
SANDERSON 
Asst, Electrical Engineer, 
The New York Edison 
Co; Fellow, American 
Institute of Electrical 
Engineers. 
Assisted by a Staff of 
Electrical Engineering 
Experts 


1131 pages, 5 x 8 
flexible 
illustrated 

$5.00 


Here is a complete 
guide to the design, 
operation and main- 
tenance of electric 
systems, covering 
every phase of the 
subject from the gen- 
eration of electricity 
to its distribution. 


Thorough; Practical 


The book answers 
the demand for a 
practical handbook 
which will tell the 
story of the electric 
system as a whole— 
beginning with the 
fundamentals of elec- 


ELECTRIC 
SYSTEM 
HANDBOOK 











Section Headings 


- Electrical Energy and 
Its Transmission 

. Auxiliary Electrical 

Equipment. 

. Switchboards 

Motors 

. Generating Stations 

. The Transmission Sys- 

tem 

. Alternating Current 
Substations 

Railway Substations 
Direct Current Substa- 

tions for Light and 
Power 

. Distribution 

- Protection of Electrical 
Apparatus, Circuits and 
Systems 

. Inspection and Main- 
tenance 

. Electrical Engineering 
Tables 

. Standard Definitions of 
Electrical Words and 
Terms 


22 N aMmaw Nw 








tricity and generation and carrying on through 
transformation, transmission, power lines, de- 
sign, construction, operation, repair, inspection 
substations, etc. The text is written in the 
language of the everyday workman. Higher 
mathematics is entirely omitted and all tech- 
nical expressions are fully explained. 








Send check, money-order or cash to 


PUBLIC UTILITIES FORTNIGHTLY 


MUNSEY BLDG., WASHINGTON, D. C. 
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CMC DUAL 
PRIME PUMPS! 


New light 2” weighs 
weight model —92 Ibs. 
. . 25% fewer 3” weighs 

—95 Ibs. 











A centrifugal pump that 
should be on every utility 
truck. Capacities up to 
15,000 G.P.H. Get new 
pump bulletin on com- 
plete line 114” to 10”! 


CONSTRUCTION 
MACHINERY 
COMPANY 


WATERLOO, IOWA 
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Look up in this new book: 


@ factors influencing adequacy of rates 
methods for determining rate base 
how to provide for depreciation 
and expenses 

income to which utility is entitled 
value of service 

trend in prices 

public policy 

necessity for surplus 

test period for determining rates 
regulation 

electric rates 

gas rates 

water rates 

telephone rates 

street railway rates 

service by the particular utilities 


See these 28 chapters: 
Section | Valuation 
The Rate Base 
Ascertainment of the Rate Base 
Auxiliary Expense Items 
Special Tangible Items 
Intangible Items of Value 
Section Il Depreciation 
Nature and Kinds of Depreciation 
Necessity of Providing for Depreciation 
Depreciation Fund or Retirement Re- 
serve 
Accumulation of the Reserve 
Treatment of Accrued Depreciation 
Section Ill Expenses 
General Consideration Regarding 
Expenses 
Operating Expenses 
Section IV Return 
Gross Revenue 
Factors Affecting Reasonableness of 
Return 
Reasonableness of Return as a Whole 
Section V Discrimination 
Discrimination in Rates 
Discrimination in Service 
Section VI Rates 
Regulation of Rates 
Elements Underlying Rate Determina- 


tion 
Electric Rates 
Rates for Other Utilities 
Section Vil Service 
Seneral Rules for Service 
nsions of Service 


Ownership of Equipment 
Service by Particular Utilities 


Let this new book help you solve 


ae 


present-day problems of 


DETERMINING FAIR AND 
PROFITABLE UTILITY RATES 





J 





Here is a timely, important book which compre- 
hensively covers the field*6f public utility rate de- 
termination, service and discrimination, treating the 
subject from the viewpoint of the engineer and man- 
ager rather than from that of the lawyer or economist. 


Elements of 


UTILITY RATE DETERMINATION 
, By John M. Bryant 


Professor of Busted Engineering, Univ. of Minnesota 


and Raymond R. Herrmann 
Rate Engineer, Northern State Power Co. 


464 pages, 6x9, $4.50 


F ILLED with usable, factual information, this book thor- 
oughly discusses the factors, methods and problems in- 
volved in evaluating public utility property and service for the 
purpose of rate-making. In it the authors give the reasons for 
regulation of utility rates, describe the methods used to ac- 
complish such regulation, and outline the practical limitations 
involved. 

In clear, practical terms, it brings you the essentials of valu- 
ation, depreciation, expense, return, etc., as factors in the 
establishment of proper rates for the various utility services. 


Just Out Based eae een 





For illustrative mate- 
rial and definitions the 
authors have used nu- 
merous citations from 
background and key 
cases decided by com- 
missions and _ courts, 
andin no instance is any 
material offered which 
has not been actually 
tried and found work- 
able. . 





PUBLIC UTILITIES FORTNIGHTLY, 
MUNSEY BLDG., WASHINGTON, D. C. 
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SPEED-FE 


kr 
You may have-just ‘as many-~-biiling ma- 
chines as you, -havetypewriters when you 
use the Egry Speed-Feed . . . the amazing 
device that converts any typewriter into 
a billing machine in one minute. without 
change in typewriter construction or op- 
eration. Speeds up the output of typed 
forms 50% or more by. eliminating all 
manual labor incident to the inserting and 
removing of carbons, making all time of 
operator productive. Uses Egry. Contihu- 
ous Printed Forms and Egry Speed-Feed 
Carbons, writing 300 or more sets of forms 
with a single loading of carbons, eliminat- 


ing use of costly one-time pre-inserted ..<9 ; 


carbon forms and other wasteful types. 


Demonstrations of the speedy, economical, effi- 
cient, time-, labor- and money-saving Speed-Feed 
in your own office without cost or obligation. 
Write today for literature. Dept. F-327: 


Ft. 


Public Utilities Fortnightly 





———_ 
as 


The Speed-Feed cost less than 2c per day for 
only one year. No upkeep, no repl ts, noth- 
ing to get out of order. Get all the facts at once. 





The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


The Egry Register Cc., (Canada) Ltd. King & Dufferin Sts., Toronto, Ontario, Canada 


a 
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Some interesting high-lights are thrown on 
central-station steam-plant practice by a study 
of a sufficient number of high-duty boilers or- 
dered during recent years to warrant an interp- 
retation of certain trends. 

For example, as to the steam capacity of 

individual units— 

76 B&W boilers of the Open-Pass, Radiant 
and High-Head types are in service or on 
order. 

Total capacity—33,000,000 pounds of steam 
per hour. 


3 have a capacity of 900,000 pounds each. 


2 are for 750,000 pounds each. 


28 are rated at 500,000 pounds and over. 


Of the boilers ordered in 1940— 


All but one are for 300,000 pounds and over. 
50 per cent are for 500,000 pounds and over. 


Pressure trend indications— 
55 are for pressures above 1000 pounds. 
One unit being built is for 2500 pounds. 
67 per cent of the units ordered in 1940 are 
for pressures above 1000 pounds. 
Temperature statistics— 
All but 2 of the 76 boilers are for steam tem- 
peratures above 800 F. 
87 per cent are for steam temperatures at 
or above 900 F. 
Only 2 of the 1940 units are for temperatures 
below 900 F. 
Units of each of the three types in service for 
periods ranging from one year to five years 
have demonstrated not only their ability to sat- 
isfy the requirements of their individual operat- 
ing conditions but also the ability of the three 
types to meet the exacting requirements of 
present-day central-station service. 


THE BABCOCK & WILCOX COMPANY, 85 LIBERTY ST., NEW YORK, N. Y. 





24 Open-Pass Boilers in service and un- 
der construction 


30 Radiant Boilers in service and un- 
der construction 


22 B&W High-Head Boilers in service 
and under construction 


BABCOCK 
& WILCOX 
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N FURNACES where insulation is 
quired to resist temperatures up 
1900° F., J-M Superex is widely 
cognized as the most efficient 
ack insulation available today. 
indreds of installations prove its 
1g life and low maintenance. 


FOR TEMPERATURES UP TO 600° F., 
you save by using J-M 85% Mag- 
nesia. For years the standard ma- 
terial for insulating power-plant 
equipment and steam lines, it com- 
bines light weight with permanently 
high insulating efficiency. 


OW MUCH MONEY you spend on fuel depends to a large 


tent on the answers to these two questions: 


Are you using the correct insulating materials? 
Are they applied in the correct thicknesses? 


To assure every saving possible with insulation, it will pay 
u to call in a J-M Insulation Engineer. Let him study 
ur requirements . . . his specialized technical training and 
perience will help you trace down and correct sources of 
at waste that may otherwise go unnoticed. 

From the complete line of J-M Insulations, he can recom- 
nd exactly the material you need for. greatest efficiency 
. exactly the thickness you need for maximum returns. 
For full details on this helpful setvice:and facts about the 
nplete line of J-M Industrial Insulations, write to Johns- 


Superex...85% Magnesia 





anville, 22 East 40th Street, New York, N. Y. 


JUES YOUR INSULATION INVESTMEN 
~~ PAY A FUCE RETURN? 


ON SUPERHEATED STEAM: LINES, Johns- 
Manville Superex Combination Insula- 
tion provides an effective safeguard 
against costly heat waste. Built up of an 
inner layer of Superex atid an outer layer 
of 85% Magnesia;this combination 
assures maximum heat resistance and 
insulating efficiency. 


Tal Jotins-Manville INDUSTRIAL INSULATION 


FOR EVERY TEMPERATURE...FOR EVERY SERVICE... 


...JM-20 Brick... Sil-O-Cel C-22 Brick... Sil-O-Cel Natural Brick... 
J-M No. 500 Cement... Sil-O-Cel C-3 Concrete... Marinite 


archi 
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FE sell store fronts. You sell commercial lighting. 

And we both try to increase our customers’ business. 
But our fronts are most effective when they incorporate 
illumination . . . . and when the interior of the store and 
the display windows are properly lighted. 


Equally so, the increased light which you sell to mer- 
chants does a much better job when that merchant installs 
a modern store front as well. 


Obviously, then, a word from our salesmen suggesting 
new lighting fixtures and greater illumination insures a 
more effective front .... anda satisfied customer. Anda 
word from your salesmen regarding modern fronts will 
help create better results for your products. 


If we both give a gentle prod for the other’s products, 
all profit. We’ll do our share. 


When you think of store fronts, think of “Pittsburgh” 
Pittco Store Fronts .... the leader in the field. 


ITTCO STORE FRONTS 


PITTSBURGH PLATE GLASS COMPANY 
"PITTSBURGH stands fot Quality Glass and tte 
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How to solve the problems of 


ELECTRIC DISTRIBUTION 








This handy manual presents essential data, factors, 
tables and diagrams for practical application by all 
who are concerned with the planning, design, con- 
struction, operation, maintenance, inspection and 
supervision of the electric distribution system. 


ELECTRIC DISTRIBUTION 
FUNDAMENTALS 


By Frank Sanford 


Distribution Engineer, Cincinnati Gas & Electric Co. 


242 pages, 156 illustrations 
15 tables, 1 chart, $2.50 


Covering the ABC of electric distribution—of both the 
utility distribution, and the industrial and inside wiring 
branches of service to the outlet—this book explains the 
everyday problems involved in distributing electrical 
energy anywhere between the major substations and the 
customers’ meters. 


COVERS ALL STEPS 


From a nonengineering viewpoint it discusses how the 
distribution system works; how it is planned, designed 
and constructed; how service and operating routine is 
handled; elementary principles of methods and equip- 
ment; basic factors of the electric circuit; methods of 
generation; selection, application and design of trans- 
formers; design of carrying lines; problems of main- 
taining current flow; mechanical principles and strength 
of materials; how distribution fits in economically with 
the electric supply sys- 

tem as a whole; etc. 


Step by step explana- 
tions cover voltage drop, 
wire size calculations, 
transformer connections, 
power factor improve- 
ment, inductive reac- 
‘ tance, and similar prob- 


} lems. 


EASILY 
UNDERSTOOD 


Practical design prob- 
: lems are included with 
_ solutions based on dia- 
* grams instead of diffi- 
cult mathematics. Nu- 
merous illustrations, di- 
agrams and tables will 
be found helpful for a 
quick and complete un- 
derstanding of the funda- 
mentals. 








TREATS: 


—design and construction 
—operation and service 

—methods and equipment 
—mechanics and materials 


THESE CROWDED 
CHAPTERS BRING YOU 
PRACTICAL, HELPFUL 

DATA 


Perspective of the Electric — 
Distribution to Serve the Load | 
The Distribution Division 
Generation of Electricity 
Fundamentals of the Electric 
Circuit 
Inductance and Related Charac- 
teristics 
Tools for Electrical Problems 
Transformers 
Transformer Connections 
Voltage Control 
Current Interrupting 
Equipment 
Voltage Protection — 
Lightning—Grounding 
Street Lighting Circuits 
Mechanical _ Principles 
in Distribution 
Economic Principles in 
Distribution 
Measures of Service 








Send check, money-order or cash to, 


PUBLIC UTILITIES 
FORTNIGHTLY 


MUNSEY BLDG. 
WASHINGTON, D. C. 
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THE KINNEAR MANUFACTURING COMPANY 
2060-80 FIELDS AVENUE COLUMBUS, OHIO 


A , 9) / 7) 4 > f72_ J+} Se / 1G 
Ofjicei and Agents in Pruacenat ( éléed Factories Sana Francisca Catsy,, Calumbus Ohés 
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150,000 HP Francis Turbine | 
for Grand Coulee Project | 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 
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HE efficiency of even the 100% metered system de- 

pends upon the efficiency of the meters installed in 
it. The mere purchase of meters alone is not a guaran- 
tee that all the potential ad ges of rt will 
be secured. 





The Pittsburgh IMO Meter, through its inherent 
ability to measure with continued accuracy over the 
minimum-maximum rates of flow, has set new standards 
in water meter efficiency The IMO has gained the 
reputation as being “the most accurate water meter ever 

ially built." Specificati an accu- 
racy of 98% at 1/4 g.p.m., and 90% at 1/12 g.p.m. 
That this initial accuracy is sustained accuracy has been 
proven in thousands of installations and by the most 
severe breakdown tests. 





Pittsburgh IMO Meters Wear In Where Others 
Wear Out. That is important, because the unique de- 


sign of the measuring chamber and its semi-floating 
rotors increases the life of the working parts as com- 
pared to conventional meters. The combination of 
longer, trouble-free life and lower maintenance costs 
assures ‘‘more dollars from metering pennies.” 


Then, too, the Pittsburgh IMO does much to increase 
that valuable asset of customer good will through its 
Due to its basic construction, the IMO 
can never become noisy. This feature alone is greatly 
appreciated by water works men who have long been 
troubled by consumer complaints over the annoying 
“clicking” sound of other meters. 


silent operation. 


If you want “more dollars from your metering 
pennies”, test the Pittsburgh IMO Meter on your own 
lines. Ask for a demonstration or write for a copy of 
Bulletin W-529. 


The Inside Story of the Pittsburgh IMO Meter 


— 
REGISTER—Nickel-plated throughout, 


straight reading types, indicating either 
gallons of cubic feet are available. 


= 


MEASURING CHAMBER — The 
measuring cham' ast from a special 
n-corrosive nickel bronze alloy. Ma- 
chining is held to extremely close limits 
at this point and the polished interior 
surfaces provide an ideal confining 
medium for the hard rubber rotors. 





ROTORS —The sees consist of three vulcanized hard rubber screws 
which mesh with e: 


as it is fore 


which ro moves in a forw: 


The ection 


but flows smoothly without t tubulence or pulsation. 
smooth and free from vibration even when 
operating at ‘moxtaom flow rate. 


Better Materials Are Used In The hog orate imo 
Than Are Used In Any Other Mi 


ENCLOSED INTERMEDIATE GEAR 
e we has been exercised to 
produc: unning, long wearing gear 
train. ‘All spindles coors in hard rubber bush. 


gear 

ee The sear box is cast from a special po 
‘orrosive bronze, and upper coe peal parts ari 

held together by ‘three mone! metal scr ws, make 

Lins assembly or disassembling a very ce matter, 


STRAINER—Mede of monel screen, com- 
pletely encircling measuring cham! eo 
strainer has more area than any other 
should be observed that the IMO will stead we 
longer = any ~ meter, even if the strainer is 


use the water passes through 
the earring chenher without tarbulonee. 





QUICKLY AND EASILY ASSEM- 
BLED— leatures described in 





while in the line if essary, just 
po ag ine if nec just as 





PITTSBURGH EQUITABLE METER COMPANY 


MERCO NORDSTROM VALVE CO 


NEWYORK BUFFALO PHILADELPHIA < 


KANSAS CITY TULSA: LOS ANGELES Wicun eA 


PITTSBURGH, PA 


DES MOINES 
MEMPHIS 


CHICAGO COLUMBIA 
OAKLAND - HOUSTON 
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STATE AND FEDERAL 


REGULATION 
OF 
PUBLIC UTILITIES 


Now Available 


A Volume Containing the Entire 1940 Convention Proceedings 


of the 
NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


$6.00 


Including round-table discussions and reports on the following subjects: 


Utility Regulation and National Defense—Coordination of Federal and 
State Regulation of Motor Carriers—Methods of Shortening Rate 
Cases and Costs Thereof—Telephone Regulation—Financing 
the Utility Property Account—Valuation—Uniform Motor 
Freight and Rail Classification 
These and others 


COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1940 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
Utility Regulation and National Defense................ aie eather Oe $2.00 
Report of Committee on Corporate Finance 1.25 
Methods for Shortening Rate Cases and For Reducing the Cost Thereof 
Interpretations of Uniform System of Accounts for Electric U ilit'es, E-3.............. 
Interpretations of Uniform System of Accounts for Gas Utilities, G-3 
Interpretations of Uniform System of Accounts for Telephone Utilities, T-2 ............ 
Interpretations of Uniform System of Accounts for Water Utilities, W-3 
Statement Relating to Original Cos: and Reclassification of Utility Plant Pursuant to the 
Provisions of Uniform Systems of Accounts for Electric, Gas and Water Utilities. . 
Rules Governing the Preservation of Records of Electric Utilities.............. 0.000008 
Report of Special Committee on Uniform Motor Freight and Railroad Class fication 
Report of Special Committee on Uniform Service Company Contract 
Report of Committee on Valuation 
Report of Special Committee on Developments in Regulatory Law 
Annual Report Forms for Electric Utilities ($2) Gas Utilities ($2) Water Utilities ($2) 
Combination of two ($3) of all three ($4.50) 
(Where remittance accompanies order we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 


7413 NEW POST OFFICE BLDG. WASHINGTON. D. C. 
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INTERNATIONAL 
Industrial 
WHEEL Tractors 




















international Harvester announces five brand- 
new International Industrial WHEEL Tractors 
-three with carburetor-type engines, two with 
wsy-starting full Diesel engines. Ask the 
narest International Industrial Power dealer 
i Company-owned branch about these tractors 
ad how adaptable they are in the public utili- 


ies field—for handling materials in shops, 
ulling trailer trains, laying and pulling cable, 
tringing lines, operating cranes and hoists, and 
lor snow removal. 


INTERNATIONAL HARVESTER COMPANY 
10 North Michigan Avenue Chicago, Illinois 


(— a 


“\" Tractor Facts 
1.4—4-cylinder valve-in-head gasoline engine. Bore 
and stroke 334 x 414 in. 5 forward speeds up to 15 
m.p.h. Develops 29.5 engine h.p. at 1,650 r.p.m. 
16—4-cylinder, valve-in-head gasoline engine. Bore 
and stroke 374 x 514 in. 5 forward speeds up to 14 
m.p.h. Develops 40.5 engine h.p. at 1,450 r.p.m. 
1D-6 DIESEL—Quick-starting, 4-cylinder, compres- 
Sion-ignition, 4-cycle Diesel engine. Bore and stroke 
3% x 5% in. 5 forward speeds up to 14 m.p.h. 
Develops 38.5 engine h.p. at 1,450 r.p.m. 
1-9—4-cylinder, valve-in-head gasoline engine. Bore 
and stroke 4.4 x 5.5 in. 5 forward speeds up to 15 
m.p.h, Develops 54 engine h.p. at 1,500 r.p.m. 
§D-9 DIESEL—Quick-starting, 4-cylinder, compres- 
Sion-ignition, 4-cycle Diesel engine. Bore and stroke 
4.4 x 5.5 in. 5 forward speeds up to 15 m.p.h. 

Develops 51.5 engine h.p. at 1,500 r.p.m. 
& ‘ 
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87.3°/, EFFICIENCY 
with complete satisfaction 
from this Riley Boiler installation 


Union Public Service Company 
Canby, Minn. 


75,000 Ibs./hr. Riley "RP" Boiler Unit fired 
with Riley Pulverizers and Burners 500 
Ibs. pressure—825°F steam temperature 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 

BOSTON NEWYORK PHILADELPHIA PITTSBURGH GUFFALO CLEVELAND DETROIT SEATTLE 

ST.LOUIS CINCINNATI HOUSTON CHICAGO 8T.PAUL KANSASCITY LOSANGELES ATLANTA 
COMPLETE STEAM GENERATING UNITS 

BUILERS - SUPERHEATERS - AIR BEATERS - ECONOMIZERS - WATER-COOLED FURNACES 

PULVERIZERS - BURNERS - MECHANIOAL 8TOKERS . STEEL-CLAD INSULATED SETTING® 
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TREND IN ANTIKNOCK VALUE OF 
REGULAR GASOLINES SOLD IN 


THE UNITED 


1936-1941 


AS THIS LINE GOES UP 


TRANSPORTATION COSTS GO DOWN! 


HE CHART above shows the rapid 

rise of the average octane number 
(anti-knock value) of regular gasoline 
during the past five years. 

The higher the octane number, the 
more power and work available in each 
gallon of gasoline. 

Fuel cost is the largest single item 
of expense in operating commercial 
vehicles, Therefore, getting the most 
out of fuel dollars is of paramount im- 
portance. But fuel economy today is 
not measured by the cost per gallon 
but by the cost of the work accom- 
plished by a gallon of fuel. By using 


Cost per ton or passenger 
for measuring fuel cost—not the cost per js 


a 


mile should be the ick 


today’s improved gasoline in modern 
high compression engines, or in older 
engines that have been altered to take 
advantage of modern gasoline; the 
cost of operation, based on the ton or 
passenger-mile can be considerably 
reduced. 


Forward-looking engineers believe 
that the gasoline engine has unrivaled 
possibilities for the continued reduc- 
tion of operating costs. Each day more 
and more operators are becoming 
aware of this fact..and»ere: utilizing 
more efficiently the relatively high 

anti-knock fuels available today. 
Ethyl research and service engi- 
neers are assisting progress along 
these lines in two ways: 

First, by helping commercial 
operators to take advantage of 
the results found in the laboratory 
and on the proving ground. Second, 


by working with the automotive and 
petroleum industries in the develop- 
ment of future engines and future 
fuels. 

For information as to how Ethyl en- 
gineers can help you take advantage of 
today’s better gasolines, write to Fleet 
Division, Ethyl Gasoliné Corporation, 
Chrysler Building, New York City. 


Ethyl engineers are daily assisting commer- 
cial operators in making better use of today’s 
betier gasolines. 





Better and more economical transportation through 


ETHYL RESEARCH and SERVICE 











ign butt inks 


— » ELLIOTT 
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9 Northwest Electric Light and Power Asso. starts meeting, Spoka my 7 gua 1941, 
q Kansas Telephone Association begins convention, Topeka, Kan., 1941 @ 





q Mid-West Gas Association will hold meeting, Minneapolis, Minn., Apr. 14-16, 1941. 





erg Independent Telephone Association will convene, Des Moines, Iowa, Apr. 15—17, 





q Electrochemical Society will hold spring meeting, Cleveland, Ohio, Apr. 16-19, 1941. 





q Edison Electric Institute starts annual sales conference, Chicago, Ill., 1941. 





oy APRIL 





G American Society of Mechanical Engineers opens spring meeting, Atlanta, Ga., 1941. 





q New England Transit Club holds meeting, Boston, Mass., 1941. 





Lie Pd Gas Association will hold distribution conference, Pittsburgh, Pa., Apr. 





¥ Greater New York Safety Council will hold convention and exhibit, New York, 
N. Y., Apr. 22-25, 1941. es) 





4 Missouri Association of Public Utilities will hold annual convention, Excelsior Springs, 
Mo., Apr. 23-25, 1941. 





q Chamber of gage 4 of the United States of America will hold annual meeting, 
Washington, D. C., Apr. 28—May 1, 19412. 





{ American Gas Association and Edison Electric Institute start National Accounting 
Conference, Cincinnati, Ohio, 1941 





q Nebraska Telephone Association starts meeting, Lincoln, Neb., 1941. 














Midwest Power Conference starts annual meeting, Chicago, Ill., 1941. 
American Transit Asso., Bus Division, starts regional conference, Dallas, Tex., 1941. 





Courtesy, Allis-Chalmers Manufacturing Co. 
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Santa Claus on the Waters 


How Uncle Sam subsidized competition with 
the railroads at the expense of taxpayers 


By HERBERT COREY 


N extraordinary thing has hap- 
A pened. Or it seems to have hap- 
pened. This reporter may have 
been taken by delusions, or he may have 
been the prey of a set of informers who 
have gone quietly insane. But the fact 
about to be reported is odd. If it is not 
odd, then an ordinary household occur- 
rence is to have a porcupine as a bed- 
mate. Thisisthe fact: 

The Inland Waterways Corporation 
has turned sweet. It is no longer bel- 
lowing down the waterways against the 
railroads. It is codperating with them. 
It is behaving like a mere transporta- 
tion outfit instead of like a Sir Lancelot 
whose Guinevere has been playing with 
the neighbors’ children. This interlude 
of calm may not be lasting. President 
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Chester Thompson may hoist the black 
flag over his power barges. Secretary 
of Commerce Jesse Jones, who is Mr. 
Thompson’s immediate superior, may 
order him to man the antirailroad guns 
on the poop deck and go into action. 
That does not seem likely, for Mr. 
Jones is a banker, a business man, 
boiled eight minutes, and as head of the 
Loan Department of the United States 
has aided many a needy railroad with 
cash. Many other things might happen. 
But for the moment it can be reported 
that the Inland Waterways Corpora- 
tion is not in eruption. 

It is making rates in codperation 
with the railroads. In common with 
other means of public transportation it 
is being regulated by the Interstate 
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Commerce Commission. There is rea- 
son to hope that it may fit into the broad 
scheme of freight carrying and rate 
control, as planned by Congress, and 
lay off evangelism and aggravation. By 
comparison with any privately owned 
corporation its accounting system is 
still as cockeyed as possible, but that 
charge may be brought against almost 
every other government-owned busi- 
ness. It can still show paper profits 
which are denied by its competitors. 
Just as other government businesses 
can. But its spirit seems to have 
changed. 

An examination of its history seems 
in order. 

This is especially timely because an 
effort is being made to create other gov- 
ernment-owned barge lines on the Co- 
lumbia and other western rivers. If an 
honest examination of the IWC shows 
that it has been a success, as measured 
by the standards of business, the argu- 
ment for such other barge lines is 
strengthened. If it has been a money- 
sucking failure in spite of every possi- 
ble aid from the national Treasury and 
by discriminatory law, the argument 
against the extension of government- 
backed freight boats is stiffened. 


N view of the lamentable condition 
of the national Treasury, money- 
draining theory should give way to 
practical common sense. 
Transportation by water is a tradi- 
tion with Americans. The rivers and 
bays were the only roads for the first 
settlers. Fine old houses may still be 
seen anywhere from Chesapeake bay 
south which at one time were reach- 
able only by canoe and flatboat. When 
the railroads came in the bottom was 
knocked out of water transportation in 


fact, but the illusion still persisted, 
Time and money were saved to ninety. 
nine merchants out of the hundred by 
using the rails, but the uninformed pub. 
lic continued to think of the rivers as 
offering money-saving transportation, 
It does seem, offhand, that it would 
be less expensive to float a boat along 
still waters than to haul carloads over 
steel rails. In fact it is not. Waterways 
must be improved and maintained— 
rivers cost as much as artificial canals 
—and it is extraordinarily expensive to 
fix a river up with dams and revetments 
and spillways and the other items that 
are necessary before 2-way water traffic 
is possible. Rivers have a way of freez- 
ing up and flooding and meandering 
which lessens their practical value. But 
there is no denying that the inner vision 
of a large river placidly bearing laden 
boats with steersmen singing merrily at 
their wheels has something attractive 
about it. These visions are especially 
luring to Congressmen, who are fo- 
mantic creatures by nature. Not many 
of them would ask the business men of 
their districts to invest a penny in any 
water transportation scheme, but if the 
general taxpayer can be induced to put 
up the money for a boating business in 
a congressional district, the Congress- 
man resident therein is apt to glow in 
sheer delight. 


N 1917 we went into the first act of 
the present World War with that 
same heart-warming enthusiasm for 
spending money which we are showing 
today. In those days we bought some- 
thing like 2,000,000 pairs of spurs for 
the heels of 4,000,000 doughboys who 
would walk in the mud if they ever got 
to France. Enough horse blankets were 
purchased to wrap every Army horse 
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SANTA CLAUS ON THE WATERS 


up like a caterpillar in a cocoon. At 
st accounts there were some thou- 
ands of pairs of handcuffs and leg 
irons left over from that first incandes- 
ent vision of an American Army con- 
isting in large part of desperate crimi- 
nals. There were boats on the rivers 
and, naturally, the government bought 
the boats. We are displaying an identi- 
al rapture today in getting ready to go 
to war if we can find a way to get in. 
The first draft of the first appropria- 
tion bill provided for the purchase of 
15,000,000 black neckties for the new 
Army. This would enable each soldier 
to shift neckties fourteen times before 


& ie got all the way around. 


The Railroad Administration han- 
dled the boating on the lower Missis- 
sippi and kindred rivers until 1920. It 
had, of course, accumulated a consid- 
erable fleet of towboats and self-pro- 
pelled barges and wooden flatboats and 
whatnots, which it had operated at the 
inconsiderable loss of $1,000,000 a 
year, more or less. That loss would 
hardly take up more than a few min- 
utes of the time of Secretary of the 
Interior Ickes nowadays, but we were 
mere tyros in spending then. In 1920, 
however, the country waked up with a 
hang over, and Congress wrapped the 
ied towel of economy around its 
throbbing head. Almost $14,000,000 
had been spilled in the river ; the boats 
were tied up at the wharves; and the 


upholders of the waterways tradition 
were shouting that all the losses could 
be charged to the war and not to the 
fact that large-scale waterway trans- 
portation was out of date. The rail- 
roads, they said, would skin the Amer- 
ican shipper down to his bones if he 
were not protected by the competition 
of the waterways. 


HE Secretary of War had been in- 

vested with control of the water- 
ways operations. In 1924 Congress be- 
came infected with that practicality 
which is occasionally epidemic in that 
body and determined to put the water- 
ways on trial. If they could haul 
freight on terms and under conditions 
satisfactory to shippers they were to be 
given a chance to demonstrate the fact. 
Congress had not then yielded to the 
socialistic movement of the last few | 
years. It opposed the entrance by gov- 
ernment into business which might be 
carried on by citizens and taxpayers, 
and ordained that the waterways were 
to be given five years in which to make 
good. If during that time it could be 
shown that the government-owned wa- 
terway system could be operated at a 
profit, it would be put up for sale to the 
highest bidder. If it could not make 
this showing the government would get 
rid of it somehow, and lose another 
headache. The Inland Waterways Cor- 
poration was created. 


e 


zation ever made a convincing effort to buy the Inland 


q “It is not to be wondered at that no privately owned organi- 


Waterways Corporation. Such a corporation would be com- 
pelled to add to its operating costs taxes and interest on the 
more than $22,000,000 invested by the government, and the 
postage and telegrams and rents and salaries spoken of previ- 


ously.” 
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This corporation was given the $14,- 
000,000 worth of boats and whatnots 
and- $5,000,000 cash to work with. 
General T. Q. Ashburn was continued 
in charge, with the title of president of 
the corporation. He was a hustler, an 
enthusiast, with big ideas, and he had 
been on the river long enough to know 
what he wanted to do. It is not likely 
that a better man could have been 
found. He cleared away obsolete equip- 
ment, set up traffic arrangements, made 
deals with states and cities for wharf- 
age installations, and by the testimony 
of his critics did everything that could 
have been done to make a real business 
of it. Quoting a statement issued in 
1940 by Chester C. Thompson, who 
succeeded Ashburn as president : 

In 1924 the operations extended from New 
Orleans to St. Louis on the Mississippi river ; 
from New Orleans through the Industrial 
Canal Lake Pontchartrain, and the Missis- 
sippi sound to Mobile, thence up the War- 
rior River system, consisting of the Mobile, 
Tombigbee, Warrior, and Black Warrior 
rivers to Port Birmingham, Ala. Subse- 
quently, the service has been extended on 
the upper Mississippi river from St. Louis 
to Minneapolis; on the Illinois Waterway 
system from St. Louis to Chicago, and on 


= Missouri river from St. Louis to Kansas 
ity. 


HAT is the very heart of the heavy 

freight territory, and heavy 
freight is the particular plum for wa- 
terways everywhere. But the corpora- 
tion did not make money, although it 
had advantages which no privately 
owned company could have. It paid no 
taxes; it franked its mail; it had the 
government rate on its telegraphic 
business ; General Ashburn’s salary and 
the rent of a business office at Wash- 
ington were charged against the War 
Department ; it paid no interest on the 
money granted by the government; all 
personal injury claims were paid by the 
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government, and in various other wa 

it escaped charges which are taken 
a matter of course by privately owne 
corporations. The period of trial g 
fixed by Congress ended in 1929, anf 
under the terms of the act the corpora 
tion should have been either trans 
ferred to a private buyer or wiped ov 
No one wanted to buy it. In 1928 th 
persuasive General Ashburn induce 
Congress to put in another $10,000, 
000. According to the official state 
ment signed by Thompson, and whic 
puts the best face possible on all thé 
facts: 

“On December 31, 1939, the total 
government investment amounted to 
$22,352,235.” 

On this same date, by that same 
statement, the corporation had: 

“An investment of $4,952,123 i 
cash, securities, and accounts.” 

Now comes the bookkeeping. 


Pyne Ashburn asserted _ that 


from 1924 through 1937 the neti 


income of the corporation was $1,288 - 
899. A privately owned corporation 
would not consider that a satisfactory 
return on the investment over a period 
of thirteen years. But to establish that 
“net profit” General Ashburn included 
$1,015,244 interest received on unused 
money appropriated to the corporation 
by the government. By no known sys- 
tem of accounting could that be con- 
sidered operated income. He paid no 
interest to the government for money 
and equipment granted. The corpora- 
tion had been compelled to buy the 
Warrior River Terminal Company rail 
line to feed its barges with freight. If 
the $460,628 earned by the rail line be 
deducted from the earnings of the 
barge line proper, a deficit of $186,983 


390 





~ 


Seyret e SSS 


SANTA CLAUS ON THE WATERS 





Transportation by Water 


66” | Borage sae by water is a tradt- 
tion with Americans. The rivers and 


bays were the only roads for the first 


settlers. 


Fine old houses may still be seen anywhere 
from Chesapeake bay south which at one time 
were reachable only by canoe and flatboat. 
When the railroads came in, the bottom was 


knocked out of water transportation 
but the illusion still persisted.” 


in fact, 





is discovered. Add to that $100,000 
paid by the government for rehabili- 
tating bridges for the rail line, and 
which any privately owned corporation 
would be compelled to pay, and the 
total out-of-pocket sum to the end of 
1937 would be $286,983, based on Ash- 
burn’s figures. This does not take into 
acount the escaped taxes and interest 
and other dodgements. 

It is not to be wondered at that no 
privately owned organization ever 
made a convincing effort to buy the In- 
and Waterways Corporation. Such a 
corporation would be compelled to add 
toits operating costs taxes and interest 
on the more than $22,000,000 invested 
by the government, and the postage 
and telegrams and rents and salaries 
spoken of previously. But there was 
no quit in Ashburn. He was as solidly 
sold on waterway possibilities as he had 
ever been. He had a “business boat” in 
which he cruised through the rivers, 
taking with shippers and politicians. 
He widened his net of freight agents to 
scoop in every possible bale and barrel. 
He seems to have lost sight of the orig- 
inal idea of Congress, that the IWC 
was to be offered for sale if it could be 
made self-supporting, and concen- 
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trated on the secondary thought that it 
should be maintained as a rate-reduc- 
ing competitor of the railroads. In the 
1939 report President Thompson re- 
peated the assertion previously made by 
Ashburn that “the total savings on 
traffic (in fifteen years) amounted to 
$32,955,000. That is the difference 
between charges paid on traffic routed 
via IWC and what the charges would 
have been if the traffic had moved all 


rail.” 
K tessa statement needs examina- 
tion. For the purpose of the ex- 
amination it will not be denied. Just 
looked at. Port-to-port rates on the 
barges are wholly unregulated. The 
IWC could cut the rates as low as it 
pleased and the taxpayer would pick 
up the check. The IWC has never been 
a complete system of transportation. 
Much of its business was fed in by the 
railroads, and it could not have lived 
on the low revenue which a large part 
of its heavy freight—sand and gravel 
—could afford. For three to five 
months each year the rivers were un- 
navigable and the IWC useless. With- 
out the rails its summertime patrons 
would have merely been marooned. In 
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this connection it is interesting to note 
the announcement of the resumption of 
service for the 1941 season between 
New Orleans, Peoria, and Chicago. 
The first boat north bound was sched- 
uled to leave New Orleans on February 
12th, while the first south-bound boat 
was to leave Chicago on March 6th. 
The difference in dates no doubt re- 
flects the difference in ice conditions on 
the rivers. To upper Mississippi ports 
north of St. Louis the first boat was to 
start from New Orleans on March 9th, 
while south-bound departures from the 
twin cities will not begin until April 
14th. It is fortunate that shippers and 
communities served by |WCdonothave 
to depend entirely upon that service. 

On business competing with the rail- 
roads the IWC cut its rates approxi- 
mately 20 per cent under the rail cost, in 
acknowledgment of the fact that the 
delays and inconvenience of water 
transportation must be compensated. It 
did not do a common carrier business, 
although the claim was made that it did. 
When steamboats were on the rivers 
they could and did tie up at every ham- 
let which signaled freight or passengers 
waiting. The IWC ignored such river 
bank and post office stops. Freight and 
passengers went from them by truck 
or mule team to the nearest railroad. 
The freight saving was practically 
confined to the larger corporations, for 
the barrel and bale shipper could not 
use the waterways except to a limited 
extent. This difference of almost $33,- 
000,000 in fifteen years between all- 
rail and all-water rates was sheer she- 
nanigan. 

“The service,” said Senator Bennett 
Champ Clark at a committee hearing, 
“thas been used for the purpose of ruin- 
ous competition.” 
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The late Senator Copeland of New 
York added: “There is no further ex- 
cuse for the operation of barge lines on 
the Mississippi.” 


a rates are strictly regulated by 
the government, and the IWC has 
for fifteen years presented the amazing 
spectacle of the government telling the 
rails what they can charge and subsi- 
dizing a water-borne competitor which 
offered a 20 per cent lower rate at the 
expense of the taxpayer. The IWC’s 
claim of a net income over the fifteen 
years has already been shown to have 
been a deficit in fact. One might go on 
and point out that the improvement of 
the waterways over which the Federal 
barge lines operated cost the taxpayers 
$435,000,000, on which the carrying 
charge at 4 per cent would be $17,400,- 
000. As the Federal barges carry 45 
per cent of the traffic in these rivers its 
share of this charge would be $7,830,- 
000 annually. The IWC’s share of the 
cost of maintenance and lock and dam 
operations on the basis of ton-miles 
would have been $3,084,000. The rails 
pay 22 per cent of the payroll into the 
Federal Treasury for old-age pensions, 
and 3 per cent of the payroll for unem- 
ployment compensation. The IWC, be- 
ing a government-owned corporation, 
is exempted. Personal injury claims 
against the IWC amounting to about 
$400,000 have been paid by the U. S. 
Workmen’s Compensation Commis- 
sion. Chairman Eastman of the ICC in 
1939 remarked that the barge lines 
“are now costing and will continue to 
cost the taxpayers of this country very 
substantial amounts annually for inter- 
est on the investment and for mainte- 
nance, inasmuch as no charge is made 
against the users of the waterways.” 
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O more space need be given to this 
fact. The taxpayers went into 
the business of water transportation 
with their eyes open. If they did not 
open their eyes the fault was theirs. 
Congress gave the money and Congress 
consists entirely of presumed repre- 
sentatives of the people. But Mr. East- 
man went on to comment : 

“The traffic will not move by the wa- 
terways and the taxpayers’ money will 
have been spent for the purpose, so far 
as this traffic is concerned (gasoline, 
petroleum, and crude oil), of giving the 
Standard Oil and other big companies 
the benefit of cuts in railroad rates. 
After it is all over the oil companies 
will have their reduced rates; the tax- 
payers will continue to pay interest and 
maintenance on account of the water- 
ways ; and the railroads will have a new 
hole in their revenues which they must 
fill up at the expense of some other 
traffic, if it is not to impair their ability 
to serve the public.” 

A coldly factual report made by a 
committee of the U. S. Chamber of 
Commerce in 1940, after commenting 
on the obscure character of the IWC’s 
annual reports, finds that: “Up to the 
end of 1938 the IWC has fallen short 
by at least $14,000,000 of making 
even a moderate financial success of its 
operations.” 

In face of these statements, none of 
which has ever been challenged, Sen- 


ator McNary of Oregon, not so long 
ago candidate for the election as Vice 
President on the Republican national 
ticket, and Republican leader in the 
Senate, has introduced Senate Bill 607, 
“to amend the Inland Waterways Act.” 
By a new section, (7), to be added 
to the act of May 29, 1928, the Secre- 
tary of War would be authorized to 
extend the barge line service of the In- 
land Waterways Corporation to the 
Columbia river on the same basis as is 
prescribed under § 3(b) of the act for 
tributaries of the Mississippi river. 


| adam a change has come 
over the IWC itself. Under the 
terms of the Second Reorganization 
bill the IWC was transferred from the 
control of the War Department to that 
of the Secretary of Commerce. Harry 
Hopkins then held the Commerce brief 
case, and was not only quite unfamiliar 
with the operations of the department, 
but was a very sick man. He turned 
the IWC operations over to Assistant 
Secretary J. Monroe Johnson. There 
were labor troubles brewing at the 
time, which ultimately came to a head 
in a strike. In the current report of the 
IWC this statement was made: 

Growing out of the strike, agreements 
were entered into for sharing 1938 profits 
with employees covered by such agreements, 
and as a matter of policy the same benefits 


were extended to all other employees of the 
corporation. 


7 


tion. Much of its business was fed in by the railroads, and it 


q “THE IWC has never been a complete system of transporta- 


could not have lived on the low revenue which a large part of 


its heavy freight—sand and gravel—could afford. For three 
to five months each year the rivers were unnavigable and the 
IWC useless. Without the rails its summertime patrons 
would have merely been marooned.” 
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The IWC puzzle grew more compli- 
cated at this point. For purposes of 
profit sharing, the IWC employees are 
to be regarded as nongovernment 
workmen, but if they are injured they 
become government workers and are 
paid off by the U. S. Workmen’s Com- 
pensation Commission. It is also 
agreed that a profit had been made by 
the IWC during 1938, although, ac- 
cording to the report of the committee 
of the U. S. Chamber of Commerce, 
the [WC in 1938 incurred a cumulative 
deficit of $2,500,000, if the facts are 
taken into consideration that it used de- 
preciation rates lower than those a 
private barge line would employ, and 
by exemption from expenses which a 
private enterprise would undergo. 


HE IWC had become, in fact, 

something of a stench in the tax- 
payers’ nostrils, although in the current 
preoccupation with other governmental 
affairs and the European troubles not 
much attention was being paid to it. 
However, in November, 1939, General 
Ashburn was relieved of his post and 
Chester C. Thompson, former member 
of Congress, was made president. His 
first report showed a consolidated net 
deficit for 1939 of $299,949, although 
income had been credited such items 
as “revenue from operations other than 
transportation,’ amounting to about 
$200,000. Thompson immedately be- 


gan to recast the IWC. Some of the 
older boats were sold; the executive 
office was removed to St. Louis; and 
the urgent competition with the rail. 
roads for all classes of freight was 
modified. He evinced a disposition to 
get rid of the lines of haulage which 
were least remunerative, and relations 
with the rails were handled with less 
crusading fervor. 

“The IWC has shown a disposition 
to cooperate,” said an authorized 
spokesman for the American Associa- 
tion of Railroads. 

Optimists need not hang out flags as 
yet. If Senator McNary is really in 
earnest about extending IWC opera- 
tions to western rivers, the IWC will 
probably be painted up again as the 
champion of the shipper against the 
rails. 

There are several western rivers 
and the people who live along their 
banks may know that to fix a river up 
so that it can float a barge for several 
months a year means that anywhere 
from $150,000 upward will be spent 
per mile, and that each year thereafter 
there will be more money spent for 
caretakers and wharves and groceries 
and ripraps on each mile. It is, ina | 
sense, like getting money from Santa 
Claus. 

If Santa Claus doesn’t care, why 
should the rest of us? Least of all the 
taxpayer. 





Competition and Bureaucracy 


COVE must protect the principles of competition to preserve our 
system of free enterprise. But we must fight against the power 
of government being used, under the guise of preserving competition, 
to force the reorganization of the enterprise system to a pattern in ac- 
cordance with the beliefs of some individual or group of individuals 
who have nothing to support their action other than their own convic- 
tions.” 


—ALFRED P. SLOAN, JR, 


Chairman, General Motors Corporation. 
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for Defense? 


Power for national defense is now put forth as the reason for 

constructing power projects on the St. Lawrence. The author 

of this article raises the question whether man power should be 

withdrawn from defense production to construct costly facili- 

ties which will not be completed for years and which might be 
vulnerable to attack. 


By ANDREW BARNES 


ARCH 14, 1934. Yeas forty- 
M six, noes forty-two. That date 
and those figures have rankled 
in the administration’s mind for seven 
years. It was on that day, and by that 
vote, that the United States Senate 
gave the coup de grace to the St. Law- 
rence waterway treaty with Canada, 
the first step toward a billion-dollar 
power and navigation development of 
the St. Lawrence river. Sixty-four 
votes were required for ratification of 
the treaty, and although the administra- 
tion used every ounce of political pres- 
sure and persuasion it could muster, it 
could not convince a majority of the 
Senate, even less the two-thirds ma- 
jority, that the project was feasible. 
The years since then have been de- 
voted to constant agitation and the 
preparation of new arguments for St. 
Lawrence development. They have 
been devoted to prosecution of the gov- 
ernment power program on every other 
front. 
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| gine power advocates have long 
pictured the private utilities as a 
great “octopus” reaching its tentacles 
into every corner of the nation. A 
glance at the map shows another “‘octo- 
pus,” this time the government, itself 
established in every section except the 
St. Lawrence. There is TVA in the 
Southeast; Bonneville and Grand 
Coulee in the Pacific Northwest; Cen- 
tral Valley in California; Boulder in 
the Southwest; Denison and Colorado 
river dams in Texas; Fort Peck in 
Montana. 

There are dozens of smaller public 
power projects scattered over the map. 
Only the St. Lawrence region is left 
as virgin territory for the administra- 
tion’s public power program. 

While the administration has been 
building these other projects, it has de- 
voted much time, also, to searching for 
precedents—ways and means of short- 
circuiting the Senate’s unwillingness to 
embark upon the vast St. Lawrence 
MAR, 27, 1941 
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program until the others have proved 
their worth and solvency. 


HE war provided the administra- 

tion with its cue. Almost over- 
night, after the outbreak of war, de- 
velopment of the St. Lawrence—navi- 
gation, power, and all appurtenant 
projects—became important, and 
finally vital to national defense. The 
argument was shifted away from the 
emphasis on “power trusts” to a new 
term, “shortage of power for national 
defense.”’ 

Soon, according to authoritative re- 
ports in Congress, the administration 
will try again to put the St. Lawrence 
project over, this time by means in- 
tended to circumvent any possibility of 
Senate disapproval. 


iu is expected that within one or two 
months, after more pressing legis- 
lative business is concluded, Congress 
will be asked to pass a concurrent or 
joint resolution approving a new agree- 
ment now being negotiated with Cana- 
da. Here is the trick in this procedure: 
a concurrent or joint resolution may be 
passed by only a majority vote of the 
House and Senate. Administration 
lawyers and St. Lawrence enthusiasts 
are convinced that the resolution will 
do the job as effectively, and as consti- 
tutionally, as would the by-no-means- 
certain two-thirds vote of the Senate 
to give formal ratification to a treaty. 

According to Representative George 
Dondero of Michigan, a proponent of 
St. Lawrence development, the State 
Department believes that the agreement 
now being brought to a conclusion may 
be put into effect by a concurrent reso- 
lution. He so informed the House only 
a few days after congressional advo- 


cates of the project had conferred with 
Assistant Secretary of State Adolf A. 
Berle, who is in charge of the Canadj- 
an-American negotiations. 


Dondero cited the 1909 treaty with | 


Canada, which provides, in Article 13: 


In all cases where special agreements be- 
tween the high contracting parties hereto 
are referred to in the foregoing articles 
(dealing with rivers, waters, etc.), such 
agreements are understood and intended to 
include not only direct agreements between 
the high contracting parties, but also any 


mutual arrangement between the United | 


States and the Dominion of Canada ex. 
pressed by concurrent or reciprocal legis- 
lation on the part of Congress and the Par- 


liament of the Dominion. (Italics author’s,) | 


HE annexations of Texas and Ha- ? 


waii by congressional resolution 
are cited as other precedents, besides 


the language of the 1909 treaty. This | 


is the legislative avenue that will be 


taken to prevent another adverse vote | 


in the Senate. 


Preparatory to submitting the agree- | 
ment to Congress, President Roosevelt | 
has ordered the expenditure of $1,000,- | 


000 from the War Department’s funds 
for preliminary surveys and studies, 
and the Department of Commerce has 


issued the first of a series of reports | 


intended to review, justify—and elicit 
votes for—the project. 

No very clear picture has ever been 
presented of the precise manner in 
which the St. Lawrence could contrib- 
ute to the national defense. Those who 
have fought for the project state their 
argument in a categorical affirmative, 
generalized and devoid of details. It 
is vital to national defense, they say, 
and stop there. 


. I ‘HE development would open a lane 
for the passage of small warships 
and naval craft to and from the Great 
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ST. LAWRENCE 


Lakes, but this is of doubtful value. 
No one envisions military action 
against Canada, and the United States 
Navy’s plan of defense is not pitched 
on meeting and defeating the enemy at 
the shore line or upon the inland waters. 
It is based upon defeating any enemy 
thousands of miles from our shores— 
in the Pacific somewhere along the line 
from Alaska to the Aleutian Islands, 
through Hawaii and thence, more 
recently, to Samoa; in the Atlantic, a 
thousand or fifteen hundred miles east 
of our island bases. 

St. Lawrence would provide in time 
additional power for industries of the 
New England area. 

But, here the project falls flat when 
evaluated in terms of the current 
emergency. The New York Times 
recently analyzed the St. Lawrence 
argument and reached this conclusion : 


The more the case for the St. Lawrence 
power and navigation project is studied as 
a defense measure, the weaker it becomes. 


would take five years to complete 
the power development. Until then, 
St. Lawrence’s contribution would be 
nil. Moreover, the Times pointed out, 
if there is a shortage of power in that 
area, the Schoellkopf and Adams 
plants at Niagara, are capable of gen- 
erating an additional 180,000 horse- 
power of energy whenever fed a suffici- 
ent flow of water. Canadian power 
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facilities are ready, likewise, when 
given the water, to turn out another 
200,000 horsepower. In other words, 
more power can be had simply by open- 
ing the gates a little wider. 

Beyond this, the Times recalled, On- 
tario Province is completing the Chat 
Falls and Carillon power plants on the 
Ottawa river, to be ready in 1943, and 
at Beauharnois, Quebec, another dam 
is virtually ready to begin generating 
another million horsepower. 

Putting it more bluntly, Canadian 
developments, plus the available addi- 
tional energy at Niagara, will make 
available from 1,500,000 to 2,000,000 
horsepower of energy before St. Law- 
rence can ever generate enough voltage 
to warm a hand flashlight. 


HROUGHOUT the entire area, on 

both sides of the international bor- 
der, private utilities are installing steam 
plants and expanding their facilities to 
meet every requirement that the ac- 
celerated manufacturing tempo places 
upon them. 

This, then, is the situation as the ad- 
ministration prepares to ask Congress, 
once more, to underwrite a project of 
undetermined cost for national defense 
at least five years hence. The most con- 
servative estimates have placed the cost 
of St. Lawrence development at $500,- 
000,000, and others have fixed it at 


e 


“THE overriding question .. . 

eu be started at once, or whether the United States 
should devote its full energies to projects more vital to ac- 
tual protection against attack; whether a national defense 
crisis can be used to justify a vast expenditure that can con- 
tribute nothing to national defense for at least five years; 
whether the project should be undertaken when the experts 
advise that the war may be ended long before that time.” 
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ts whether St. Lawrence 
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more nearly $1,350,000,000. Because 
such projects, in the end, frequently 
cost much more than the original esti- 
mates, it is impossible to appraise the 
St. Lawrence with any degree of certi- 
tude. This is particularly true in a time 
of rising costs of materials, labor, en- 
gineering services, tools, and equip- 
ment. Therefore, any estimate is noth- 
ing more than guesswork. The cost of 
St. Lawrence completed might be 
nearer two billion than one billion 
dollars. 


HE United States is straining 

every nerve and muscle of its in- 
dustrial and financial plant to produce 
a double supply of weapons of war— 
one supply for Britain, another for our 
own defense if Britain should fall in 
spite of the aid we give her. 

The national debt limit has been in- 
creased to the staggering total of $65,- 
000,000,000, solely on the justifica- 
tion that the billions will be spent 
for weapons that contribute directly to 
defense. The administration is con- 
sidering plans to subordinate all pro- 
duction to national defense, and they 
may be placed before the nation before 
this is published. 

There is, admittedly, an acute short- 
age of tools and equipment. While the 
supply of steel is for the moment ade- 
quate, the administration is disturbed, 
and there has been much talk of re- 
quiring industry to expand its output. 

Under these circumstances, the ques- 
tion is raised whether the nation can 
afford at this time to embark upon a 
costly project of such nebulous and un- 
determined value to our defense. 

At a minimum cost of $500,000,000 
the government would be pouring into 
this project enough money to buy 2,000 
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of the best long-range bomber planes. 
Which would be more valuable for de- 
fense? 

It would be spending enough to build 
six or seven of the largest battleships. 
And again the question comes up: 
Which would offer the most protec- 
tion? 

It would be spending a sum adequate 
to provide a year of military training 
for 400,000 to 500,000 men. Which 
would be the best guaranty for de- 
fense? 

It would be spending almost five 
times the cost of fortifying the island 
bases acquired from Great Britain. 
Could not the money be better used to 
make every base a virtual Gibraltar? 

It would be spending for an inde- 
terminate return five years in advance. 
The airplanes, the battleships can be 
built in much less time. 


_— arguments against em- 
barking upon the St. Lawrence 
project at this period of emergency 
have been put forward by nationally 
recognized engineers and economists, 
such as L. W. Sillcox, an engineer of 
high reputation; Dr. Lewis Haney, 
economist; and Walter I. Beam, vice 
president of the Cleveland, Ohio, 
Chamber of Commerce. There are 
others, equally reputable and well 
known. What are their arguments? 

A St. Lawrence program at this time 
would hamper rather than aid national 
defense. Millions of tons of steel, 
needed for ships and weapons, would 
have to be diverted to construction of 
dams, power plants, locks, and other 
facilities. 

Not only would this program 
hamper our own defense, but it would 
cut down, commensurately, the help 
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St. Lawrence As Hindrance to National Defense 


‘74 St. Lawrence program at this time would hamper rather 

than aid national defense. Millions of tons of steel, needed 

for ships and weapons, would have to be diverted to construction of 

dams, power plants, locks, and other facilities. Not only would this 

program hamper our own defense, but it would cut down, commen- 

surately, the help the United States might extend to Great Britain 
at her most critical period.” 





the United States might extend to 


Great Britain at her most critical 
period. 

Thousands of skilled laborers, 
needed in defense industries, would 
necessarily be drawn away from those 
industries and put to work on the St. 
Lawrence. This would extend from 
the skilled structural worker and the 
mechanic right on through the expert 
engineering and technical services. This 
would be done at a time when mili- 
tary experts tell the nation that there 
is not an hour’s time to be wasted, that 
it is “already later than you think,” 
that every ounce of American energy 
and every bit of American skill must 
be given unstintingly to production for 
defense. 

Shipping and manufacturing facili- 
ties of all types would be diverted, of 
necessity, to supplying materials and 
services for the project. 
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HE government, struggling to ad- 

minister and accelerate a thirty- 
five billion-dollar rearmament pro- 
gram, would find itself bogged down 
in the endless details and red tape of 
creating another vast machinery to 
plan, superintend, and carry out the St. 
Lawrence development. At least a half- 
billion dollars would be siphoned away 
from the purchase of weapons and mu- 
nitions. 

The resort to steam plants as a 
source of quick power for national de- 
fense production would be discouraged 
by the inauguration of a project that 
could supply no power of itself for at 
least five years. 

These are the arguments as they af- 
fect the immediate ability of the nation 
to rearm. 


| the project were completed, 
would it not be as vulnerable as 
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the Panama canal in time of war? 
Currently, the government is spending 
scores of millions of dollars to render 
the canal less vulnerable to attack, not 
to mention a $250,000,000 project 
providing for a second set of locks as 
stand-by facilities in case the other 
locks are bombed. 

Organized labor groups have ques- 
tioned the long-time economic effects 
of the St. Lawrence project. Two of 
the most serious arguments advanced 
against the St. Lawrence by organized 
labor are that it would open the in- 
terior of the country to cheap foreign 
shipping, carrying goods produced 
abroad under forced labor conditions 
to undersell American manufactur- 
ers in the American market; second, 
that it would provide an avenue for 
foreign agricultural products to meet 
and compete with the American 
farmer in his own yard. 

Curiously, there is minor emphasis 
on the national defense features of the 
St. Lawrence as congressional support 
is being rounded up. 


HOSE who support the project are 
counting heavily on farm Con- 
gressmen for their votes. The argu- 
ment for their votes pictures the St. 
Lawrence as a project that will open 
up the nation’s bread-basket—the 
Middle West—to cheap water trans- 
portation from the Great Lakes to the 
Atlantic. 
The vision of cheap water trans- 
portation to the Atlantic has proved 


an alluring argument. Railroad freight 
rates have long been a sore subject, 
and a political issue in the country. 

To the representatives of New Eng- 
land manufacturing sections the proj- 
ect is pictured not only as a source of 
cheap public power, but as the means 
of great industrial expansion. Once 
cheap power becomes available, new 
industries will move into the area, pay- 
rolls will boom, and cities and towns 
will take on a new prosperity. 


HE overriding question, however, 

is whether St. Lawrence should 
be started at once, or whether the 
United States should devote its full 
energies to projects more vital to actual 
protection against attack; whether a 
national defense crisis can be used to 
justify a vast expenditure that can 
contribute nothing to national defense 
for at least five years; whether the 
project should be undertaken when the 
experts advise that the war may be 
ended long before that time. 

If Britain wins before then, our 
emergency will be safely past. If she 
loses before then, the cry will not be 
for more power from St. Lawrence, 
but for weapons, and more weapons. 

Significantly, the Navy Department 
and the War Department have not 
emphasized the need for St. Lawrence. 
Industry has not demanded it. The 
military experts want the weapons, in 
the shortest possible time. Industry 
wants the materials, the tools, and the 
skilled workers to produce them. 





“It is a matter of fundamental policy, determined when civilian aircraft 
priorities were established, that the airlines shall continue to receive de- 
livery of the motors, propellers, instruments, spare parts, and material 
necessary for maintenance and overhauling operations.” 
—WILLIAM S. KNUDSEN, 
Director, Office of Production Management. 
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The Perennial 


Depreciation Problem 


How far have we progressed toward its solution? What 

are the reasons for the differences of opinion? Can we 

find a solution? The writer, with thirty-five years of 
regulatory experience, believes that we can. 


By HENRY L. GRAY 
[ this depreciation problem of pub- 


lic utility regulation getting us 

down? Is it really whipping us by 
the very confusion of theories and bab- 
ble of tongues which bespeak conflict- 
ing opinions? Have we become so soft- 
ened by interminable controversy that 
the whole business seems to be taking 
on the aspect of a Kilkenny cat fight 
that can never be settled to everyone’s 
satisfaction ? 

These are becoming fair questions 
to be asked of the utilities, the commis- 
sions, the experts—everyone who has 
made it his or her business to try to 
make utility regulation a workable 
science. In few other kinds of business 
endeavor can we point to so much lit- 
erature and argument—so little har- 
mony and accomplishment. After all, 
public utility rate making is not new. 
We have been at it a long time—since 
Lord Hale’s ferry boat decision and, in 
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this country, almost since the colonial 
days. 


HEN I started in valuation work 

in 1906, our law was Smyth v. 
Ames, decided in 1898,’ and followed 
by the Supreme Court with increasing- 
ly liberal variation ever since. Prior to 
that, in the Kansas Pacific Railway 
Case of 1878, the court had ruled 
against the inclusion in operating ex- 
penses of depreciation charges for 
amounts not actually expended. But the 
first formal notice of depreciation as a 
valuation problem did not come until 
the Knoxville Water Case in 1909. 
That was the case wherein Mr. Justice 
Moody observed that the reproduction 
cost theory of ascertaining present 
value “would lead to obviously incor- 
rect results if . .. not diminished by the 

1169 US 466, 42 L ed 819. 
2212 US 1, 9, 53 L ed 371. 
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depreciation which has come from age 
and use.” 

These and other so-called landmark 
cases are old stuff to readers of this 
publication. Furthermore, they have 
been so often chewed over and “‘inter- 
preted” by legalistic soothsayers from 
the left, right, and center that they have 
become considerably vague and shad- 
owy. Smyth v. Ames itself is still 
shrouded in the clouds of doubt 
wrapped about it by the special concur- 
ring opinion of Mr. Justice Brandeis in 
the Southwestern Bell Telephone Case 
of 1923.* The Brandeis opinion in turn 
marred a masterful presentation of a 
case in favor of investment instead of 
present value as a rate measurement by 
the persistent use of that argumentative 
phrase, “‘prudent investment.” 

“Prudent investment” became an at- 
tractive cliché, then a vogue, next a 
sort of regulatory cult; and finally it 
developed the inevitable schism _be- 
cause of disagreement over what con- 
stituted “prudent.” Right now, if we 
strip away excess verbiage and fancy 
statistics, it begins to look as if we are 
not much nearer a satisfactory treat- 
ment of depreciation than we were in 
the early years of the century. 


N 1906, we were beginners. There 
were no literary lamps of experi- 
ence to guide our feet. Everything 
printed was eagerly read, and many of 
us blossomed forth as authors. When 
texts and reports finally appeared, they 
disclosed startling differences of opin- 
ion. They stilldo. By hunting around, 
it is possible to find some court or com- 
mission decision to sustain almost any 
point of view. 
The beginners today have plenty to 


$ 262 US 276, PUR1923C 193. 


read. There are a number of instruc- 
tive texts, containing digests of court 
and commission decisions, with com- 
ments, tables, and curves, and gen- 
erally presenting arguments in favor of 
some regulatory feature advocated by 
the writer. In addition to the texts, the 
reader is likely to seek original sources, 
and to look into various documents is- 
sued by state and Federal agencies. 
Our Federal agencies (the ICC, the 
FPC, and the FCC) have been es- 
pecially active in telling the utilities 
how to keep books and reports. The 
National Association of Railroad and 
Utilities Commissioners has, from time 
to time, published committee reports 
ostensibly designed to bring about 
standard practice—the practice usually 
depending upon the viewpoint of the 
particular author. One NARUC 
publication in particular, which has 
been given considerable circulation (al- 
though it is my understanding that it 
was never adopted by the NARUC nor 
agreed upon by the association’s full de- 
preciation committee), is the so-called 
“Colbert Report.” Asel R. Colbert, 
head of the accounts and finance de- 
partment of the Wisconsin Public 
Service Commission, who is well 
known and respected for his ability 
and sincerity in regulatory circles, 
was chairman of the 1938 Special 
Committee on Depreciation and, pre- 
sumably, had a lot to do with the draft- 
ing of this interesting document which 
was printed, reprinted, sold, and circu- 
lated by a private publisher under the 
imprimatur of the NARUC. 


How: it must not be assumed 
that the “Colbert Report” sums 
up NARUC depreciation rules as they 
are. It would be fairer to say that it 
MAR. 27, 1941 402 
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sums up NARUC rules as Mr. Colbert 
and others would like to have them. In 
truth, while the NARUC depreciation 
rules have been broadened so that a util- 
ity may use almost any depreciation ac- 
counting method it desires, the retire- 
ment reserve method still is in general 
use. 

Indeed, Mr. Colbert, in presenting 
the 1938 report to the NARUC con- 
vention, said it was intended “to pro- 
voke discussion on depreciation, to pro- 
mote thought on the subject, and per- 
haps eventually to get more action.” 
For these purposes, at any rate, the re- 
port was a great success. A spirited 
discussion was started immediately and 
is still going. Since, therefore, this 
does not seem to be an exclusive or 
private fight, but one in which anyone 
is free to join, I’d like to get into it, 
even if a bit late. Here goes: 

Now there appears to be a certain 
ritual to be performed by anyone pre- 
suming to discuss depreciation. Ber- 
nard S. Rodey, Jr., New York city 
utility executive, outlined it succinctly 
in an article published in PuBLIC 
UTILITIES FoRTNIGHTLY, Vol. XX VI, 
August 29, 1940, when he said in ef- 
fect: First you must say depreciation is 
a “tough subject.” Next you must call 
attention to the confusion of definition 
and conflicting interpretations of the 
meaning of the word by courts, com- 
missions, and other authorities. (Here 
it might be well to run over a few ex- 


& 


cerpts from leading and somewhat dog- 
eared cases, like a prima donna running 
up and down her scales. ) 


HEN comes another warming up 

exercise which is something like 
shadow boxing. The author must call 
attention to the numerous accounting 
methods and discuss them pro and 
con. Finally, after the reader has per- 
haps become bewildered as to what the 
author personally stands for, the latter 
should launch into a discussion of the 
application of one or all of these meth- 
ods to rate cases, incidentally revealing 
his personal preference, if any. 

I am not one to fly in the face of this 
orthodox tradition; but in the interest 
of brevity, let us cover these prelimi- 
naries briefly and assume that justice 
has been done to them. As to the diffi- 
culty of depreciation, I shall quote a 
passage so old that it has taken on a 
patina of authority. It is from the 
1917 report of the Valuation Commit- 
tee of the American Society of Civil 
Engineers: 


Perhaps no single subject connected with 
valuation has caused more trouble than de- 
preciation. This has been due to various 
causes, not the least of which has been con- 
fusion in the use of the term. Depreciation 
is sometimes used to mean decretion, which 
is a loss of service life; sometimes to mean 
the money allowance made in the bookkeep- 
ing to offset accruing loss of service life; 
and sometimes the loss of value existing at 
any time due to the loss of service life or 
any other cause. 


Under the heading of definitions, we 


“ENGINEERS are concerned principally with valuations and 
rate making, both of which are far from being exact sciences. 
They are obliged to deal with situations as they exist, and 
to follow the courts. They know that the cost of property 
is an element of value—but that according to the courts, it is 


not ‘the’ value.” 
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could save a lot of time and come right 
to the point with the following excerpt 
from the Supreme Court opinion in 
Lindheimer v. Illinois Bell Teleph. 
Co.*: 

Broadly speaking, depreciation is the loss, 
not restored by current maintenance, which 
is due to all the factors causing the ulti- 
mate retirement of the property. These fac- 
tors embrace wear and tear, decay, inade- 
quacy, and obsolescence. Annual deprecia- 
tion is the loss which takes place in a year. 
This is an engineer’s definition, or, 

in substance, a loss of useful life. Note 
that the court refrained from using the 
word “value.’’ The court went further, 
and said: 


In determining reasonable rates for sup- 
plying public service, it is proper to include 
in the operating expenses, that is, in the cost 
of producing the service, an allowance for 
consumption of capital in order to maintain 
the integrity of the investment in the service 
rendered. 


HESE definitions are so close to 

those used by the various Federal 
agencies (ICC, FPC, SEC) and the 
NARUC, that there is no need for fur- 
ther quotation. But I would like to 
compare them with some definitions 
which came out of a little book entitled 
“Principles of Depreciation,” pub- 
lished away back in 1915 by Dr. Earl 
A. Saliers, former accounting instruc- 
tor at Yale. His definition of accrued 
depreciation agreed substantially with 
the Lindheimer Case. Then, Dr. Saliers 
defined annual depreciation as the 
“slow process by which industrial 
plant, whatever its present effective- 
ness may be, gradually approaches the 
time of discard and replacement.’’ Note 
the similarity of this definition to the 
“departure of useful life’ commonly 


used by engineers. 
pe (1934) 292 US 151, 3 PUR(NS)337, 
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Dr. Saliers also called attention to 
the difference between “unit deprecia- 
tion” and “composite” or group de- 
preciation. In the former the limits are 
100 and 0, while with the latter the lim- 
its are 100 and something like 70 or 
80—for the reason that a plant con- 
taining a large number of units prob- 
ably never will depreciate, as a whole, 
more than 20 or 30 per cent. 

I think that much of the difficulty in 
agreeing on a definition of depreciation 
comes from the differences in the pro- 
fessional viewpoints of accountants 
and engineers. For example, the Col- 
bert Report defines depreciation as a 
“loss in service value.”’ That is the ac- 
countant’s viewpoint. Engineers are 
inclined to regard depreciation as be- 
ing a “loss of useful life or service- 
ability.” The NARUC Special Com- 
mittee on Depreciation for 1939 spoke 
of “loss of service capacity,” which 
seems to have been a compromise be- 
tween the engineers and accountants 
forming the committee. I am not sure 
just what that was intended to mean. 


Wap nares are concerned principal- 
ly with valuations and rate mak- 
ing, both of which are far from being 
exact sciences. They are obliged to deal 
with situations as they exist, and to 
follow the courts. They know that the 
cost of property is an element of value 
—but that, according to the courts, it is 
not “the” value. They realize the im- 
possibility of accurately predicting pe- 
riods of service; and it is difficult for 
most of them to see how an efficient 
unit, which may have lost some of its 
possible total service life, has lost value 
so far as rates are concerned. 
Accountants are concerned prin- 
cipally with keeping track of the money 
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Definition of Depreciation Reserve 


+6 P yporeiersce reserve 1s @ BOOK ACCOUNT created for the 

sole purpose of recording the various transactions relating 

to depreciation expense, such as (1) the annual credits to the re- 

serve; (2) balancing the annual charges to operation; and (3) bal- 

ancing charges against the reserve for retirements and replacements. 

It is not intended to be an exact measure of the accrued depreciation 
in the plant, and could not be so, except as a coincidence.” 





invested, earned, and spent in opera- 
tions. They are precise. To them, “‘in- 
vestment” and “value” are the same 
thing. To them, “service life” is the 
same thing as “service value” ; and they 
conclude that as life departs, so value 
departs, for all purposes. 

The 1938 report of the NARUC 
bears strong evidence of editing by an 
accountant — presumably our friend 
Mr. Colbert. To an accountant, value 
means money; and loss means loss of 
money. Naturally, the accountant 
favors accounting methods, and is un- 
sympathetic with other methods. He 
can see no connection between the op- 
erating efficiency of a unit, or the ob- 
served depreciation thereon, and its 
value for rate-making purposes. With 
him, tests and observations do not 
count for much. He believes that de- 
preciation is a loss in property value, 
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which should be deducted from the ac- 
tual cost in order to arrive at a rate 
base.5 


Nr with reference to the 1938 
NARUC report, I think it is a 


fair criticism to suggest that it per- 


5 Incidentally, the 1938 NARUC report 
seems to take quite kindly to elaboration. Wit- 
ness the following quotation from C. Beverly 
Benson, statistician of the New York Public 
Service Commission: “The Method of Least 
Squares can be used for the smoothing process, 
but because the observations come at equal 
intervals one of the modern iterative methods 
is suggested. One of the best of these is the 
elegant modification of the orthogonal poly- 
nominals of Tchebycheff by R. A. Fisher in his 
Statistical Methods for Research Workers 
(Oliver & Boyd, Edinburgh, 1932), pp. 133-142. 
This method has the advantage of several au- 
tomatic checks; and the polynominal values 
for the fitted portion, as well as for the extra- 
polated portion, can be computed by successive 
addition without the necessity of actually 
forming the equation of the curve.” All of 
which seems to me as though Mr. Benson 
were getting ready to make a scientific guess 
at something. 
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sistently uses the words “value” and 
“loss” where they do not fit, or are not 
needed. For example, “salvage value,” 
instead of “‘salvage”’ ; and “retirements 
losses” instead of “retirements.” To 
me, it seems that the report almost 
strives to label something as a “loss,” 
so that it can be deducted from some- 
thing else labeled as “value.” 

Well, what do I think about the sit- 
uation? 

As stated before, I have been in the 
business for a long time—have handled 
literally hundreds of valuation rate 
cases for all sides. Naturally, I have 
definite conclusions. They could not 
possibly be new. They are shared by 
some, disputed by others. But here is 
my code of fundamentals on the sub- 
ject of depreciation for what it is 
worth: 


NNUAL depreciation charges are in- 
cluded with other operating costs 
in order: (1) That the true net rev- 
enues may be known; (2) that com- 
pensatory rates may be calculated; 
(3) that the dissipation of invested 
capital through the payment of unwar- 
ranted dividends may be avoided. 

A depreciation reserve is a book ac- 
count created for the sole purpose of 
recording the various transactions re- 
lating to depreciation expense; such as 
(1) the annual credits to the reserve; 
(2) balancing the annual charges to 
operation; and (3) balancing charges 
against the reserve for retirements and 
replacements. It is not intended to be 
an exact measure of the accrued de- 
preciation in the plant, and could not be 
so, except as a coincidence. The reserve 
should not be confused with a cash 
fund; but the annual credits to the re- 
serve, if earned, are real money. 


teers portion of this real money 
which is not used for current re- 
placements generally is best used for 
plant additions and extensions; par- 
ticularly as many mortgages limit the 
issuance of bonds for extension pur- 
poses to something like 75 per cent of 
their cost. When replacements are 
necessary, they will be made from such 
funds as are in the treasury. The re- 
serve does not necessarily indicate the 
amount of plant investment made from 
funds other than those borrowed or 
subscribed. In the last ten years, many 
earned dividends have been passed, and 
used for construction purposes. 

There is no reason why the amount 
of the reserve should coincide with the 
so-called accrued depreciation in the 
plant. There is no reason why, in the 
middle of the assumed life of a unit, 
exactly one-half of its cost should be 
represented in a reserve. Where the 
depreciation rate is made a function of 
some rate of interest, the accrued de- 
preciation will be purely theoretical, 
and may or may not approximate ac- 
tual depreciation. There is no simple 
method of setting up a reserve which 
will meet the law of probability of 
failures. It is safe to say that with the 
use of any of the various methods of 
depreciation accounting now in vogue, 
the depreciation reserve and the actual 
plant depreciation never can be equal. 
So why try to accomplish an impossible 
and useless thing ? 

There is no advantage in creating a 
large reserve which serves no useful 
purpose; but it must be presumed that 
the management is the best judge of 
just what is a “useful purpose,” as it 
is informed concerning prospective 
large retirements. 

A single unit has a limited life; but a 
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complete public utility plant, as an in- 
stitution, has an unlimited life—it con- 
tinues to expand and serve. The phys- 
ical plant is kept in good condition by 
maintenance and replacements. The 


obligation to make replacements rests 
upon the utility and is quite inde- 
pendent of reserves. Regardless of the 
size of the depreciation reserve, the 
utility must make the necessary re- 
placements, or quit business. 


Faience depreciation charges, 
which are of the nature of insur- 
ance to provide for future replace- 
ments, sometimes are called “replace- 
ment annuities.” They are not an- 
nuities at all. An annuity is something 
that is paid back from an accumulation. 
Depreciation charges go to create such 
an accumulation. In order that each 
year’s operation shall bear its part of 
the cost of eventually replacing the sev- 
eral plant units, service lives must be 
assumed, and annual depreciation 
charges must be calculated, and includ- 
ed in operating costs. Actually, an ac- 
cumulation for depreciation is intended 
to replace the capital invested in plant. 
The cost of replacing the plant units 
may be something different from that. 

There are a number of theories as to 
how to determine probable useful lives, 
and how to calculate depreciation 
charges. Different authorities favor 
different methods ; but all agree that in 
estimating probable periods of service, 


operating experience is required. As 
there is such a large factor of uncer- 
tainty, it is both unnecessary and futile 
to speculate as to the exact form of the 
curve along which depreciation accrues. 

As a practical matter, what a utility 
can accumulate to offset depreciation 
will depend upon how much income 
there is left after deducting everything 
else. The most elaborate determination 
of the rate of depreciation, and the 
most careful selection of an accounting 
method, will accomplish nothing if the 
utility fails to earn. Depreciation cost 
is quite real, regardless of the method 
used to estimate it, and whether or not 
it be earned. 


M*’ accountants on state and 
Federal payrolls seem to favor 
elaborate bookkeeping methods for de- 
preciation accounting. If a utility is 
willing to spend the time and money, 
this is perhaps harmless enough exer- 
cise. However, while such results may 
be interesting, they are hardly worth 
while. A simple composite rate deter- 
mined from experience will serve the 
purpose fully as well as a rate picked 
off a “smoothed” curve the coordinates 
of which were determined by some 
elaborate probability calculation, such 
as the “Least Squares” method. In 
plainer language, all of us know that 
many utilities—probably most of them 
—do not calculate their annual depre- 
ciation costs. Instead, they make such 


e 


“ACCOUNTANTS. are concerned principally with keeping 
track of the money invested, earned, and spent in operations. 
They are precise. To them, ‘investment’ and ‘value’ are the 
same thing. To them, ‘service life’ is the same thing as 
‘service value’; and they conclude that as life departs, so 
value departs, for all purposes.” 
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an annual charge for depreciation as 
they have found, through long experi- 
ence, will be sufficient to make the 
necessary replacements and take care 
of the pending retirements. There is 
no justification for regulatory bodies 
to force unnecessary bookkeeping upon 
the utilities. 

What becomes of the money which 
the ratepayers put up each year with 
which to make future replacements? 
That part of it which is not used for 
replacements generally will be used for 
extensions and improvements. Having 
used the money, unquestionably the 
utility should pay something for it, in 
the way of interest credits to the re- 
serve. If the money was in a fund, 
probably the most satisfactory way to 
take care of it would be to use it to buy 
up the utility’s outstanding bonds. The 
interest earnings therefore would de- 
pend upon the desirability of such 
bonds. If the utility was able to build 
up such a fund, the bonds would rate 
high; and the interest earnings, even if 
continuous, would not exceed the bond 
interest rate. Due to frequent replace- 
ments, however, the continuity of 
earning capacity would be disturbed, 
resulting in a still lower interest 
earnings. 


N* we have the criticism that it is 
inequitable to invest the money 
resulting from the annual depreciation 
charges in new plant, while the plant as 
a whole is permitted to earn a fair rate 
of return. It is urged that the interest 
credits to the reserve should cor- 
respond to the rate of return. 

What about that? Well, first of all, 
that would be a pretty high price to pay 
for money. The chances are that, 
standing alone, some years might 
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elapse before the extensions could earn 
a fair rate of return. Extensions are 
made to supply a public need. To the 
customers, adequate facilities are more 
important than low rates. The utility 
furnishes these needed facilities, know- 
ing that they will not immediately earn 
a fair return. The utility can borrow 
money with which to make improve- 
ments at a lower rate than the rate of 
return. If the utility uses the reserve 
money for new construction purposes, 
it would seem that the annual interest 
credits to the reserve should not ex- 
ceed the interest which would be paid 
for money borrowed from outside 
sources. Isn’t that fair enough? 

There is another angle to this. Ex- 
tensions increase the volume of busi- 
ness; and even though they may not 
earn a full rate of return, the increased 
number of units sold will make rate re- 
ductions possible. Electric rates stead- 
ily tread downward. In normal times, 
each reduction will bring additional 
business, and other reductions will fol- 
low. Improved appliances are responsi- 
ble for a considerable part of the in- 
crease in business; but without rate re- 
ductions, such appliances might be be- 
yond the reach of the average con- 
sumer. The customers attached to the 
extensions use appliances. There is no 
doubt but that extensions figure promi- 
nently in rate reductions ; and the rate- 
payers benefit from extensions. 


N the other hand, rate reductions 

by the utility too often are re- 
garded as admissions of guilt. The 
regulated utility gets no particular 
benefit from rate reductions, except 
where the sliding-scale method of rate 
fixing is used, as in Washington, D. C. 
There, the reserve receives no interest 
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Consideration of Accrued Depreciation 


coVW HERE the depreciation rate is made a function of some rate of 
interest, the accrued depreciation will be purely theoretical, and 
may or may not approximate actual depreciation. There 1s no simple 
method of setting up a reserve which will meet the law of probability of 
failures. It is safe to say that with the use of any of the various methods 
of depreciation accounting now in vogue, the depreciation reserve and 
the actual plant depreciation never can be equal. So why try to accom- 
plish an impossible and useless thing?” 





credits; the rate of depreciation de- 
creasing as the reserve increases. In the 
case of any utility with a favorable rec- 
ord of rate reductions, it is possible 
that the ratepayers may have already 
received something like interest credits. 
Just how that might be taken into ac- 
count, and just what effect it might 
have on future interest credits, I shall 
not attempt to say; but the idea is en- 
titled to consideration. The mechanics 
of its application might be complicated ; 
but, in general, the idea is the same 
as that underlying the sliding-scale 
method of fixing rates. 

How should accrued depreciation be 
determined in rate cases? Too bad we 
have to determine it at all, as it really 
has no bearing on what is a fair rate for 
the service rendered ; however, we seem 
obliged to go through that useless mo- 
tion. For all short-life units, such as 
ties, poles, and the like, which are not 
subject to functional depreciation, and 
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where there is sufficient history, the old 
mortality table method is as good as 
any, provided that experience is called 
in. 

To be specific, I have seen cedar poles 
which had been in use for forty years 
—or more than twice the life ordinarily 
expected. When it comes to things 
which do not decay, such as machines, 
there just isn’t any way of telling how 
long they will be in service. I know of 
one hydroelectric plant built in 1898, 
in which the first water wheels were 
thrown out on the dump after less than 
two years’ service. The wheels which 
replaced them are still in service, and 
still going strong after forty years’ 
service, and may run another forty 
years. 


C is difficult, if not impossible, to de- 
termine to what extent equipment 
items have depreciated. Efficiency tests 
give some indication, and intelligent 
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observation by those experienced in 
plant operation is important; but, ac- 
tually, no one knows. That does not 
mean that no provision can be made for 
the eventual replacement of equip- 
ment units. Arbitrary service lives can 
be assigned, and annual charges com- 
puted on that basis. Thus, there may 
be a considerable difference between 
the determinable depreciation in a 
plant, and that indicated by the as- 
sumed service lives ; but such difference 
should not be so great as to seem ridicu- 
lous. All computations should make 
sense. 

What about the rate base? There is 
no reason, apart from court law, why 
this should be exchange value. The nat- 
ural rate base, one which should be 
most satisfactory, is the actual invest- 
ment made in property, or the original 
cost new. True, it should be scanned, 
both for inclusions and omissions. 
Many legitimate items of plant cost 
never get into the plant account. Over- 
heads frequently are understated. 
What is sought is the real cost of cre- 
ating and putting the particular plant 
into successful operation. With the 
actual cost as a rate base, no elaborate 
system of complicated equations and 
graphs would be required to determine 
the annual depreciation charge. What- 
ever its amount, it would be credited to 
the reserve; and whatever the amount 
of the reserve, it would be in plant, and 
earn interest. Almost any reasonable 
annual depreciation rate would be sat- 
isfactory, and the amount of accrued 
depreciation would be quite immate- 


rial, as it would have no bearing upon 
the rate base. 


KF’ charges for service are inde- 
pendent of elapsed time, as repre- 
sented by the ages of operating units. 
In rendering service, the thing required 
of plant units is utility, which cannot 
be measured in money. Actually an 
older plant may render better service; 
i. e., have greater utility than new. 

Fair charges for service are 
made up of the cost to produce the 
service (including depreciation 
charges) and a reasonable amount for 
areturn. The “value of the service” is 
just as nebulous as the value of the 
property. Comparisons are interesting 
and sometimes instructive; but they 
cannot measure the fairness of rates. 

We use too many words, and fre- 
quently use them improperly. Why 
use “value” at all? When it gets to the 
courts, it becomes “exchange value,” 
which may be something different from 
a fair rate base. We have abandoned 
much of Smyth v. Ames—why not 
abandon all of it, and use the actual in- 
vestment as the rate base, as urged by 
Mr. Justice Brandeis. Too bad the 
other Justices failed to agree with him 
—for I think that was one instance in 
which he was right. The actual invest- 
ment, properly determined and unde- 
preciated, would make an ideal rate 
base. 

Our valuation troubles would be 
over. Our accounting troubles would 
be over. Last, but not least, our de- 
preciation troubles would be over. 





to say that it cannot 


e policed is to offer an open invitation to criminals 


q “Tue telephone is a oger instrument constantly used by criminals, and 


to use it freely for their purposes.” 
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—Dorotuy THOMPSON, 
Writer. 
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Wire and Wireless 


Communication 


RECORD-breaking increase of 950,- 
000 telephones raised the total in 
service in the Bell system at the end of 
1940 to 17,484,000 while the average 
number of telephone conversations last 
year was 79,303,000 or 5,500,000 more a 
day than in 1939. 

This $5,484,988,929 communication 
system had gross operating income in 
1940 of $1,174,322,000, which was 6 per 
cent more than in 1939. Because taxes 
increased $28,693,000 to $187,598,000 or 
about $11 a telephone, net operating in- 
come was only 1.6 per cent above 1939 
figures. 

Net for the system, after deducting in- 
terest on debt, applicable to American 
Telephone and Telegraph Company, in- 
creased $20,216,000 to $210,497,000. 
AT&T earnings were equal to $10.08 a 
share, against $9.24 year before, while 
net for the system applicable to AT&T 
was $11.26. share, compared with $10.18 
the year before. 

The huge utility reported 147,500 male 
employees at year-end, of which 57,000 
registered for the draft and more than 
500 entered military life. Stockholders 
decreased 5,900 to 630,000, which in- 
cluded one-fifth of the employees of the 
Bell system. 

A net increase of $157,164,000 in tele- 
phone plant, the investment rose to $4,- 
747,674,000. Recounting effects of the 
defense program on activities of the great 
telephone corporate domain, Walter S. 
Gifford, president, said construction had 
been accelerated and “prudent” measures 
taken to safeguard telephone facilities. 
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“Reserve power equipment was installed 
or ordered at all important telephone cen- 
tral offices which did not already have it 
to assure continuity of power supply un- 
der all conditions,” he explained. 


TEPs were taken, he added, to increase 

the available transmission circuits on 
important routes and work was rushed 
for completion by the end of 1941 on 
westward extension from Omaha to 
Denver of twin underground cables, 
buried 30 inches with the aid of a special 
plow perfected last year. Mr. Gifford 
stated that it was planned to extend these 
cables beyond Denver to connect with 
the far western cable network at Sacra- 
mento, California, making the first all- 
cable transcontinental telephone line. 
The buried cables, he pointed out, will 
protect service from interruption by 
snow and ice. 

Apparently with an eye on war-time 
threats to supplies of imported materials, 
Bell research men experimented with 
synthetic materials, including use of 
cellulose acetate in place of silk for wire 
insulation and synthetic rubber wire cov- 
ering to “give better appearance and 
durability.” 


x * * * 


O* March 6th President Roosevelt 
appointed Ray C. Wakefield to the 
vacancy on the Federal Communications 
Commission left by the resignation of 
the late Commissioner Thad Brown. 
While there was a chance that senatorial 
critics of the FCC might use the con- 
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firmation proceedings of any appoint- 
ment to that commission as an opportu- 
nity to present their demand for an inves- 
tigation, no substantial opposition was 
expected to be made to the Wakefield 
appointment. Instead, it was felt that by 
selecting a well-qualified and generally 
respected state utility commissioner, who 
is also an active member of the Repub- 
lican party in his native state, President 
Roosevelt had astutely cut much of the 
ground from under enemies of the FCC 
in the Senate who might have been able 
to rally another attack had a less popular 
appointment been made. 

Commissioner Wakefield is a native of 
Fresno, California, educated at Stanford 
University (A. B., 716; J. D., 18) and 
was admitted to the California bar in 
1918. Following a period of law practice 
in the city of Fresno, during which he 
filled several local public offices, Commis- 
sioner Wakefield was appointed to the 
California Railroad Commission in the 
fall of 1936—a post which he held at the 
time of his appointment to the FCC. 

Commissioner Wakefield was also ac- 
tive in the affairs of the National Asso- 
ciation of Railroad and Utilities Com- 
missioners, of which he is the first vice 
president. Under ordinary circumstances, 
Commissioner Wakefield would be auto- 
matically elected president of the NAR- 
UC at its annual convention next fall. 
However, it may be that his appointment 
to the Federal commission may alter this 
schedule. So far there has never been an 
active member of a Federal regulatory 
commission holding elective office in the 
National Association of Railroad and 
Utilities Commissioners. 

The new commissioner is forty-five 
years old, married, and has two chil- 
dren. 

x *K * x 


ROPOSED new Federal Communica- 

tions Commission rules for the com- 
mercialization of television would pre- 
vent any monopolistic control of the new 
form of radio entertainment. While 
specifically prohibiting any person or 
corporation from controlling more than 
one station in a service area, unless 


MAR. 27, 1941 


showing it would foster competition, one 
of the proposed rules lays down an af- 
firmative policy that the commission will 
consider the ownership, operation, or 
control of more than three television 
broadcast stations to constitute the con- 
centration of control in a manner in- 
consistent with the public interest. 

The drafts recently made public, which 
also include proposed engineering rules, 
have not received the approval of the 
commission, except for the purpose of 
providing a basis for discussion at a pub- 
lic hearing, scheduled to begin in Wash- 
ington on March 20th. The proposed 
rules resembled those in existence more 
than a year ago, when the commis- 
sion suddenly suspended a previously is- 
sued commercialization order because of 
its expressed fear that a receiver sales 
campaign in New York city by the Radio 
Corporation of America might freeze 
television standards to the system of 
transmission developed by that corpora- 
tion. 

To obtain a license, an applicant must 
show he has adequate sources of pro- 
gram material to render satisfactory tele- 
vision broadcasts and that he will be able 
to compete with any other station in his 
area. 

es * # @ 


EOGRAPHICAL separation of Great 
Lakes coastal harbor stations with 
a view to achieving codrdinated ship- 
shore radiotelephone communication op- 
erations in the public interest is the basis 
of Federal Communications Commission 
“Proposed Findings of Fact and Con- 
clusions,” on 15 pending applications, in- 
cluding renewals, for such facilities. 
Traffic and population densities were ad- 
ditional considerations. 

In the case of the Lorain County 
Radio Corporation, the commission pro- 
posed to grant authority for coastal har- 
bor station WMI at Lorain, Ohio, to use 
the frequencies of 4,282.5, 6,470, and 
8,585 kilocycles, but to deny the request 
to use 11,370 kilocycles, since the latter 
is not available for such use; and to au- 
thorize that corporation’s stations WAD 
and WAS, at Port Washington, Wiscon- 
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sin, and Duluth, Minnesota, respectively, 
to also use 4,282.5 kilocycles. 

In the matter of applications by 
Thorne Donnelley, doing business as 
Donnelley Radiotelephone Co., the com- 
mission proposes to authorize station 
WAY at Lake Bluff, Illinois, and sta- 
tion WHC, Mackinac Island-Rogers 
City, Michigan, to use 4,282.5, 6,470, 
and 8,585 kilocycles, but to deny them 
the use of 6,480 and 8,550 kilocycles ; to 
authorize construction of a new station 
at Houghton, Michigan, to use 2,182, 
2,514, 2,550, 2,582, 2,738, 4,282.5, 6,470, 
and 8,585 kilocycles, but to deny it the 
use of 2,572 kilocycles; and to deny au- 
thority for new stations at Marine City 
and Manistee, Michigan. 

The commission proposes to authorize 
the Michigan Bell Telephone Company 
to construct new stations at Detroit and 
Port Huron, Michigan, to use 2,182, 
2,514, 2,550, and 2,582 kilocycles. 

With reference to Radiomarine Cor- 
poration of America applications, the 
commission proposes to authorize con- 
struction of a new station at Buffalo, 
New York, to operate on 2,182, 2,514, 
2,550, 2,582, 2,738, 4,282.5, 6,470, and 
8,585 kilocycles, but to deny authoriza- 
tion for a new station at West Dover, 
Ohio. 


NCREASED requests for radiotelephone 
facilities on the Great Lakes, coupled 
with a commission study of the situation 
then in progress, caused the commission, 
on March 27, 1939, to designate pending 
and subsequent applications for such 
service, 

Hearings were held at Cleveland, 
from March 4 to 8, 1940, on the general 
subject of allocating higher frequencies 
for use on the Great Lakes. As a result, 
certain frequencies above 3,000 kilo- 
cycles were made available for assign- 
ment to Great Lakes coastal harbor sta- 
tions on a supplemental basis. Also, the 
tules were changed with respect to the 
manner of using low frequencies in this 
service. 

Hearings on the individual appli- 
cations were held in Washington from 
May 13 to May 29, 1940. 
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Wi tapping became quite a notice- 
able issue in Congress, notwith- 


standing the more sensational closing 
hour of Senate debate on the lend-lease 
bill. On the Senate side, a special commit- 
tee under Senator Tom Stewart of Ten- 
nessee investigated alleged wire-tapping 
abuses by business men. According to 
somewhat sensational advance informa- 
tion published in certain newspapers, the 
Senate wire-tapping committee was pre- 
paring to delve into subpoenaed records 
of the National Association of Manufac- 
turers to determine whether business in- 
terests have engaged in systematic wire 
tapping in order to discredit public men 
and organizations. Somewhat similarly 
sensational insinuations made by this 
committee some weeks ago with respect 
to wire tapping by utility interests and 
with respect to intercepting telephone 
messages on lines used by Justices of the 
Supreme Court of the United States 
failed to live up to advance notice. 

On the House side, the Judiciary Com- 
mittee was engaged in considering two 
bills to authorize wire tapping by Federal 
investigation agencies and to use evidence 
so obtained as legal evidence. Such prac- 
tice is now forbidden by law under 
Supreme Court decisions. However, agi- 
tation to legalize Federal wire tapping 
has been growing because of the need for 
defensive measures against attempted 
sabotage on the national defense pro- 
gram and for counterespionage purposes 
generally. 

President Roosevelt, however, de- 
clared himself as opposed to one of the 
bills before the House Judiciary Com- 
mittee — introduced by Representative 
Hobbs of Alabama. This bill would au- 
thorize the use of wire tapping by the 
head of any executive department of the 
Federal government for purposes of as- 
certaining or preventing violations of 
laws which such executive departments 
are required to administer. President 
Roosevelt felt that the Hobbs bill went 
too far, but agreed that a bill to author- 
ize Federal wire tapping might be very 
desirable if it were confined to matters 
of national defense and for police 
work in connection with Federal 
MAR. 27, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


crimes, such as kidnapping or extortion. 

A second bill before the House Ju- 
diciary Committee, introduced by Repre- 
sentative Walters, Democrat of Penn- 
sylvania, would confine Federal wire 
tapping more or less to checking up on 
national defense work. It is believed that 
this measure, or a substitute bill similar- 
ly restrictive, might be enacted at the 
current session. 

The controversy over antiwire-tapping 
legislation also came to the front in New 
York recently, when the state senate 
codes committee reported favorably the 
Coudert bill governing the issuance of 
ex parte orders by judges on applications 
by police or prosecuting officers for per- 
mission to tap wires. A companion bill, 
prohibiting the use of wire tapping ex- 
cept with such an order, was still in com- 
mittee at this writing. Despite the senate 
committee action, the fate of the legisla- 
tion appeared dark. 


* *k * * 


CONOMIC and competitive implica- 

tions involved in extension of lines 
by the Western Union Telegraph Com- 
pany and Postal Telegraph-Cable Com- 
pany were scheduled to be inquired into 
by the Federal Communications Commis- 
sion, which accordingly ordered a cover- 
ing public hearing at its offices in Wash- 
ington on March 4th. 

It appeared from information in the 
possession of the commission that, in 
connection with extension of lines under 
§ 214 of the Communications Act, these 
companies “have or may have resorted 
in certain instances to wasteful competi- 
tive policies and practices in providing 
unwarranted duplication of services and 
facilities to individual customers or to 
the public, resulting in improvident ex- 
penditures, unreasonable rates to the 
public generally, unlawful discrimina- 
tion, preference, prejudice, advantage or 
disadvantage, and have or may have op- 
erated such extended lines and rendered 
service over or by means thereof to in- 
dividuals or to the general public with- 
out first having complied with the tariff 
filing requirements of the act and the 
terms and conditions contained in certifi- 
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cates of public convenience and necessity : 
issued by the commission.” 


* * * * 


AN estimated saving of $400,000 a year 
to telephone users in “interstate 
Pacific” territory was indicated by new | 
tariffs for message toll telephone service 7 
filed with the FCC by the Pacific Tele- | 
phone & Telegraph Company and its sub- 
sidiaries. The changes, effective March 
15th, were in compliance with a com- | 
mission order of February 3rd. 
Message toll service between points in 
four states—California, Nevada, Ore- 
gon, and Washington—as well as north- 
ern Idaho, was affected. Under the new 
rates, a station-to-station telephone call 
may be made from San Diego to Seattle, 
or vice versa, at a cost of $2.40, as com- 
pared with $3.50 under the old rates. 
Comparable reductions were made in 
rates for toll service between other points. 


* *« * x 


Ee telephone line additions repre- 
senting a proposed expenditure of 
more than a million dollars were author- 
ized by the FCC early in March. 

The American Telephone and Teie- 
graph Company and the Southern Bell 
Telephone & Telegraph Company plan 
to supplement existing facilities between 
West Palm Beach and Miami, Florida, 
at an estimated cost of $901,800. 

The American Telephone and Tele- 
graph Company and the Chesapeake & 
Potomac Telephone Company intend to 
augment facilities between Baltimore 
and Annapolis, Maryland, at a cost of 
$228,600. 


* * *K * 


I* an opinion handed down on Febru- 
ary 28th by Judge Keller, the Penn- 
sylvania Superior Court sustained an or- 
der of the state public utility commis- 
sion refusing to require installation of 
telephone service which it found would 
be used in furtherance of the publishing 
and distribution of “scratch sheets” for 
use in race-track gambling. Plotnick v. 
Pennsylvania Public Utility Commission 
et al. 
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Consolidated Gas of Baltimore 


CY Gas, Electric Light & 
4 Power Company (incorporated 
1906 as a merger of two companies) sup- 
plies gas, electricity, and steam heating to 
Baltimore and adjacent Maryland terri- 
tory. It also has a joint contract with 
several other companies to service part of 
the Pennsylvania Railroad’s electrified 
mileage, and furnishes some power to 
Potomac Electric Power of Washington 
under a long-term interchange agree- 
ment. Consolidated also has a contract, 
good to the end of 1947, to supply elec- 
tricity to the Sparrows Point plant of 
Bethlehem Steel, a connection of special 
interest under present conditions. 

Jointly with Pennsylvania Water & 
Power, Consolidated controls Safe Har- 
bor Water Power Corporation. About 
60 per cent of its electric output (the per- 
centage varies considerably) is obtained, 
under long-term contract, from these 
companies’ hydroelectric plants on the 
Susquehanna river ; the balance from its 
own steam plants, capacity of which is 
being increased. About three-quarters of 
the company’s revenues are from elec- 
tricity (30 per cent domestic, 32 per cent 
commercial, and 36 per cent industrial 
and wholesale), with the balance prin- 
cipally from gas. 

Capitalization is conservative, funded 
debt constituting about 47 per cent, pre- 
ferred stock 19 per cent, and common 
stock (with surplus) 34 per cent. Owing 
to its high credit rating, the company has 
been very successful with its refunding 
operations, the principal bond issues 
bearing coupon rates of 23, 3, 34, and 44 
per cent (the last noncallable). An issue 
of $12,000,000 2%s was brought out 
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early in 1941, replacing a smaller issue 
of 34s and providing some new capital. 
In 1940 fixed charges took only 6.6 cents 
out of the revenue dollar compared with 
10 cents in 1929. The two preferred 
stock issues have low dividend rates, 44 
and 4 per cent. 


HE company’s tax burden is not so 

heavy as that of some others, pos- 
sibly owing to absence of heavy local 
drafts on revenues such as affect Con- 
solidated Edison and Commonwealth 
Edison. In 1939 the ratio of taxes to 
gross was 14.6 per cent, and for the 
twelve months ended November 30, 
1940, 15.4 per cent. 

While the depreciation rate (about 9.8 
per cent in 1940) looks low compared 
with other leading companies, this is un- 
doubtedly due io the fact that two-thirds 
of the revenues are obtained by sale of 
power bought from other companies. 
That the rate is ample is indicated by the 
growth in the retirement reserve from 
5.9 per cent of plant account in 1929 to 13 
per cent in November, 1940. 

The company’s rate structure is rea- 
sonably low: The 1939 average revenue 
per kilowatt hour was 4.0 cents for resi- 
dential service, 3.1 cents for commercial, 
and .95 cents for industrial. Rates were 
reduced in 1929, 1933, 1936, 1937, and 
1939. In 1940 the net return on property 
value (less depreciation, plus working 
capital) amounted to about 53 per cent, 
which seems well in line with current 
regulatory trends. The common stock 
record since 1929 has been as follows: 


Earned Paid 


$4.41 $3.60 838-654 
3.60 842-71 
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As of November 30, 1940, cash assets 
exceeded current liabilities and the cur- 
rent ratio was about 2.7 to 1. 

It is difficult to analyze the decline in 
share earnings for 1940 (from $4.94 to 
$4.41) because the preliminary income 
account does not report taxes and de- 
preciation (these items being included 
with the operating expense total). In the 
statement for the twelve months ended 
November 30th, gross revenues showed a 
gain of about $2,437,000 ; while expenses 
increased $1,547,000, depreciation $418,- 
000, and taxes $679,000—a total increase 
of $2,644,000. 

The year-end statement, however, 
shows a gain in revenues of $2,611,000 
versus a jump in expenses, etc., of $3,- 
061,000, apparently indicating some ad- 
justment in taxes or depreciation. 

With electric output about 16 per cent 
over last year, the company seems to be 
enjoying its share of national defense 
business, and increased gross revenues 
should provide enough additional net in 
1941 to offset higher Federal taxes. 

The stock is currently selling on the 
Curb around 65 (1941 range 73-644) to 
yield about 5.55 per cent. Because of the 
stability of the earnings, the high credit 
standing, and absence of adverse local 
factors, the stock has remained a favorite 
with conservative investors, despite the 
fact that it is not listed on the Big Board. 


> 
Utility Tax Burden Recognized 


wo recent developments indicate 

that the extraordinary tax burden 

borne by the utilities has not been en- 

tirely overlooked by regulatory author- 
ities. 

The New York Public Service Com- 

mission, in its annual statement to the 


governor and the legislature, presented a 
special report on taxes, salient points of 
which were the following: (1) During 
the past decade rates have been cut, but 
taxes have more than doubled. (2) Taxes 
have curbed further rate reductions, 
while certain utility companies have 
reached the point where they cannot pass 
tax increases on to their customers even 
when they might be legally entitled to do 
so. (3) Utility rate comparisons involv- 
ing areas where tax burdens differ are 
neither fair nor valid. 

The disparity between the growth of 
revenues and taxes in New York city 
has been particularly marked, the report 
pointed out. During the period 1924-39 
revenues gained about 34 per cent, while 
in the same period taxes increased 189 
per cent. (See also p. 429.) 

The commission referred critically to 
unqualified comparisons of electric rates 
in different cities (such as figures re- 
leased by the FPC and other Federal 
agencies, as well as the New York 
Power Authority). Such comparisons, it 
was emphasized, were unfair unless the 
difference in the tax burden was taken 
into account. 


oo SEC is also concerned about 
utility taxes, according to recent 
press reports, but its interest in the ques- 
tion seems motivated by a desire to fa- 
cilitate the sale of common stocks in con- 
nection with integration proceedings and 
also to improve the capital structure of 
the operating companies. 

SEC members are said to have pro- 
posed that the Treasury Department rec- 
ommend to Congress either that (1) 
taxes be computed on the balance before 
interest, instead of on net income as has 
always been the case, or (2) that some 
provision be made to give equal treat- 
ment to a percentage of capital which 
goes into corporate structures. 

The commission’s tax proposals should 
be carefully studied before being given 
legislative sanction. If present normal in- 
come tax rates were applied to the bal- 
ance before interest instead of to net in- 
come, Federal taxes imposed on the in- 
dustry would be increased about 60 per 
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cent. (In 1939 the interest charges of the 
private electric light industry were about 
$300,000,000 compared with about $500.- 
000,000 net income.) The burden on the 
railroads would be increased even more 
sharply, while many industrial com- 
panies with no funded debt would be 
unaffected. 

Probably it is not the intention of the 
SEC to increase the tax burden of the 
utilities, for if more taxes are paid earn- 
ings will be reduced and this would de- 
feat the object of stimulating equity 
fnancing. It makes no difference at 
what point in the income account taxes 
are computed—it is the total amount of 
taxes which affects share earnings. If 
bond financing is to be penalized by re- 
ducing earnings available for interest, 
stock financing will be penalized to even 
greater degree, and the present trend 
toward bond financing would thus be 
accentuated. 

If, however, the proposal is to impose 
the same tax as before, but merely to 
shift the location of the tax item in the 
income statement, this is a matter of ac- 
counting procedure and should be re- 
ferred to the FPC and the state commis- 
sions, rather than to the Treasury De- 
partment. As a practical matter both the 
utilities and the railroads usually deduct 
Federal income taxes (along with other 
taxes) before arriving at a balance avail- 
able for fixed charges ; and the coverage 
(number of “times earned”) is thus fig- 
ured after deducting taxes. The SEC 
proposal, if correctly reported, seems to 
be somewhat puzzling. If the net result 
is to increase taxes, that result should not 
be disguised as an attempt to favor 
equity financing when it will have exactly 
the contrary effect. And if it is merely a 
change in accounting nomenclature, it is 
difficult to see what effective result it can 
have. Obviously, more light on the pro- 
posal is needed. 


w 


SEC Reports Flotation Costs 
For 1938-39 
BB SEC has issued a 104-page re- 
port on the “Cost of Flotation for 
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Registered Securities 1938-1939.” In the 
latter year costs accounted for 2.6 per 
cent of the funds realized from the sale 
of underwritten bonds, 6.3 per cent for 
underwritten preferred stock, and 16.9 
per cent for underwritten common. (On 
stock offerings which were not under- 
written the cost was 16 per cent for pre- 
ferred and 19 per cent for common 
stock.) The figures showed little change 
as compared with those for 1938. 

The cost for bond offerings was about 
evenly divided between expenses and the 
compensation to bankers handling the 
issue; the cost for smaller bond issues 
was about twice as great as for the 
largest ones. 

There was little difference in the 
cost of handling utility bond issues com- 
pared with those of other industries, but 
preferred stocks were offered more 
cheaply by the utilities—possibly be- 
cause most of these issues are offered to 
holders of old issues before the unex- 
changed balance is publicly offered. 


> 


SEC Favors Insurance Company 
Purchase of Utility Equities 


OMMISSIONER Pike recently caused a 
momentary flurry in utility stocks 
by advocating their purchase by insur- 
ance companies. This proposal appar- 
ently grew out of the SEC’s desire 
(1) to improve the market for liquida- 
tion of large blocks of utility stocks by 
holding companies under the program 
envisaged under § 11; (2) the fact that 
insurance company income has been de- 
clining, owing to low interest rates ; and 
(3) the commission’s dislike of the in- 
surance companies’ practice of absorbing 
large utility bond issues by the “private 
offering” method. 

Mr. Pike’s ideas were presented in con- 
nection with the TNEC insurance in- 
quiry. His proposal, welcome as it might 
be to some of the holding companies, is 
not immediately practicable. Most of the 
larger United States life insurance com- 
panies are barred from buying stocks by 
long-standing state regulations, although 
fire insurance companies are allowed 


MAR. 27, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


some latitude in this respect. In Canada, 
restrictions were formerly less severe and 
Sun Life became one of the largest hold- 
ers of common stocks, but Canada has 
now tightened up these provisions and 
permits only 15 per cent of total assets 
to be thus invested. 

Based on a canvass of the industry, 
The Wall Street Journal reports that the 
life companies are not anxious to increase 
their income by buying common stocks. 
Vice President E. E. Rhodes of the 
Mutual Benefit Life Insurance Com- 
pany, speaking as a member of a com- 
mittee of insurance executives, stated 
that the life companies should be con- 
sidered as trustees, and that a policy of 
buying stocks during the twenties would 
have resulted in disasters. President 
Thomas I. Parkinson of the Equitable 
Life Assurance Society pointed out that 
life insurance companies had paid out 
$29,000,000,000 to policyholders and 
beneficiaries since 1929, despite the 
worst period of depression this country 
has experienced. 

Commissioner Pike’s recommendations 
to Congress were based upon a study re- 
quested of the SEC by the TNEC, but 
this survey was prepared by two special 
officials and had not been voted upon by 
the commission itself. It apparently 
ignored a statement filed earlier by 178 
insurance companies with TNEC. 

In connection with the insurance in- 
vestigation, it is reported that the SEC 
will seek new legislation requiring 
private security offerings to be registered 
under the Securities Act, on the grounds 
that insurance policyholders are entitled 
to complete information about the se- 
curities purchased by their companies 
and also because some of the offerings ab- 
sorbed by the insurance companies might, 
in later years, be distributed to the pub- 
lic—thus raising a question under exist- 
ing law as to possible obligation to 
register the secondary distribution. 


5 
Public Service of Indiana 


nN amended plan for Public Service 
of Indiana has been filed with the 


SEC. The company is to be merged with 
four other Indiana operating subsidiaries 
of Midland United Company (Insull 
holding company long in receivership, in 
which Middle West Corporation has a 
substantial stock interest). Capitaliza- 
tion of the new company will be as fol- 
lows: 


$56,039,000 | 


Serial notes and debentures.... 
5% preferred ($100 par) 
Common ($25 par) 


9,907,948 
14,825,600 
27,719,600 


$108,492, 148 


The original plan had provided for 600,- 
000 shares of preferred with a par value 
of $50, and 2,000,000 shares of $25 par 
common stock, making total capitaliza- 
tion of $111,064,917. 

Following is the distribution of securi- 
ties under the new plan (to public hold- 
ers of the old stocks) : 

New New 
Preferred Common Cash 


Public Serv. of Ind. 
$7 Prior Pid... 1 1 
Pub. Serv. of Ind. 


$29.54 


$6 Prior Pfd.... 1 1 21.75 
Pub. Serv. of Ind. 
$6 Pid 


1.50 
Central Indiana 
Power Pfd..... 1 2 11.25 


Midland United’s trustee now owns or 
controls all of the common stocks of the 
four companies and also some of the pre- 
ferred stocks dealt with in the plan. It is 
proposed that the trustee buy 80,000 
shares of new common at the par value 
of $25, bringing his total holdings to 
490,974 shares. Technically, control of 
the new company would rest with public 
holders of the preferred stocks of the va- 
rious operating companies who would re- 
ceive a total of about 46 per cent of the 
new common. 

A preliminary report indicates that 
about $1.88 per share was earned on the 
new common stock in the year 1940. At 
the present price of the $6 preferred of 
Public Service of Indiana, the new com- 
mon stock would be worth $9 a share. 
Since the $7 prior preferred stock is cur- 
rently around 1154, deduction of the cash 
and one share of common would indicate 
an estimated value of $77 for the new $5 
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preferred. Since dividend requirements 
on the new preferred were earned nearly 
four times last year (on an “overall” 
basis, 1.66 times), such a valuation ap- 
pears conservative compared with other 
jssues—assuming, of course, that the 
plan is consummated without further 
difficulties. 


> 


February Security Issues Largely 
Placed Privately 


ESPITE the decline in the stock mar- 

ket and irregularity in the bond 

market during February, the dollar 

amount of utility security offerings, 

about $185,000,000, exceeded any month 

since the previous February. The prin- 
cipal issues were as follows: 


Georgia Power Ist 34s due 
1971 @ 103% (sold privately 
to insurance companies) ..$101,271,000 

Wisconsin Public Service Ist 
34s due 1971 @ 106 (syndi- 
cate headed by First Boston 
Corp.) 

Wisconsin Public Service 5% 
pfd. stock @ 105 (unex- 
changed shares offered by 
First Boston syn.) 

Philadelphia Suburban Water 
Ist 34s due 1971 (placed 
privately with institutional 
investors) 

Commonwealth Water Ist 34s 
due 1965 (sold privately to 
insurance companies) 

Lake Superior District Power 
5% pfd. stock @ 1023 (un- 
exchanged shares offered by 
Wisconsin Co. syn.) 

Virginia Elec. & Power ref. 
34s due 1971 @ 1063 (sold 
privately to insurance com- 
panies) 


26,500,000 


13,200,000 


15,900,000 


5,010,000 


3,500,000 


Of the sixteen bond issues sold by 
utilities during the month all but two 
were privately offered, and only about 16 
per cent of the dollar amount represented 
public offerings. While it is obvious that 
the utilities turn to private financing at 
times when general market conditions are 
unfavorable, this trend may be somewhat 
checked if the SEC obtains an amend- 
ment to the Securities Act of 1933 re- 
quiring registration of such offerings. 
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During the first week of March only 
one important bond offering appeared, 
the $16,000,000 Public Service of Okla- 
homa first 34s of 1971 at 1034, offered by 
a Glore, Forgan-Bonbright syndicate ; 
$8,450,000 5 per cent preferred stock 
(first offered to stockholders) was un- 
derwritten by the same syndicate. 

Offerings expected in the near future 
are the $110,000,000 Pacific Gas and 
Electric first 3s of 1968, $15,000,000 
Ohio Power first mortgage bonds due 
1971 and $20,240,300 preferred stock, 
and $2,645,000 Kansas Electric Power 5 
per cent preferred stock, these issues hav- 
ing been registered with the SEC. Buffalo 
Niagara Corporation has applied for per- 
mission to sell $9,000,000 2} per cent 
debentures to insurance companies. In 
connection with a hearing called on the 
latter issue, the SEC has called atten- 
tion to the fact that existing funded debt 
of the corporation amounts to 54.4 per 
cent of net property and that the total of 
funded debt, intercompany debt, and the 
new debentures would equal 62 per cent 
of net property. 

Now that Commonwealth & Southern 
has successfully completed refunding 
operations for Georgia Power, plans are 
reported under way to refund $95,878,- 
000 Alabama Power 44s and 5s. It is 
generally assumed that this might be 
handled through private placement in a 
similar manner to the Georgia Power 
program, possibly accompanied by bal- 
ance sheet equity readjustments. 

Illinois-Iowa Power Company has 
been considering a refunding program 
for some time, but has not yet worked out 
a satisfactory plan. The company’s 
funded debt amounts to about $97,000,- 
000. 


® 
EEI to File As Service 


Organization 


HE Edison Electric Institute, sta- 
tistical and fact-finding organiza- 
tion for the electric power and light in- 
dustry, decided recently to register with 
the Securities and Exchange Commission 
as a Service organization in compliance 
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with the provisions of the Public Utility 
Holding Company Act. The decision was 
reached at a meeting of the trustees, and 
it was announced that the necessary fil- 
ings with the SEC would be made im- 
mediately. 

Since the institute is considered a trade 
association, operating on a purely non- 
profit basis, there was some discussion 
among the trustees as to whether regis- 
tration was required. Counsel engaged 
by the institute, however, advised regis- 
tration under § 13 of the Holding Com- 
pany Act. The next utility association to 
be faced with the problem of registra- 
tion is the American Gas Association. 


> 
SEC Asks Competitive Bids 


oo “disorderly competition” 

in two recent refunding operations, 
the public utilities division of the Securi- 
ties and Exchange Commission asserted 
recently that competitive bidding was 
“the only possible means of avoiding 
competition of this character.” This view 
was expressed in a detailed report of an 
investigation of the issuance of bonds 
last fall by the San Antonio Public Serv- 
ice Company and the Columbus & South- 
ern Ohio Electric Company, both sub- 
sidiaries in the United Light & Power 
Company system. 

The history of the two transactions, 
the division said, “bears sharply” upon 
the competitive bidding problem now 
being considered by the commission. The 
division recommended recently that the 
SEC require competitive bids in the sale 
of public utility issues of more than $1,- 
000,000. The commission sat for five 
days at public hearings on the proposal 
and was reported to be considering a re- 
vised form of the recommendation. 

The utilities division declared that the 
outcome of the San Antonio deal “could 
not be regarded as entirely satisfactory 
from the point of view of any of the par- 
ties to the transaction.” 

The report showed that the Mellon 
Securities Corporation, Pittsburgh, had 
arranged a syndicate to handle a $16,- 
500,000 bond issue by San Antonio Pub- 
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lic Service with a public offering price of 
107 and a net to the company of 105, but 
that at the last minute Otis & Co., Cleve- 
land investment house, submitted a bid 
of 107 net. 

Thereupon the Mellon group changed 
its plans so that the bonds were sold to 
the public at 1074, with a net to the com- 
pany of 107. For practical purposes the 
syndicate did not function, since the 
bonds were sold mostly on a “directed 
basis” to 69 institutional investors. 

Dillon, Read & Co., New York, man- 
aged the Columbus & Southern Ohio 
transaction. This related principally to 
an increase of Otis & Co.’s participation 
from $1,300,000 to $2,300,000. The 
Cleveland house mentioned competitive 
bidding early in the transaction, but it 
was not discussed further and the bonds 
were sold to the public at 107, with a net 
to the company of 105. 

“Tt is hard to escape the conclusion,” 
the division said, “that if there had been 
competition in the Columbus transaction 
the issuing company would have received 
a higher price for its bonds.” 


> 


Columbia Gas Plans Financing 


ye Columbia Gas & Electric Corpo- 
ration took steps early this month to 
refund its outstanding funded debt by 
filing with the Securities and Exchange 
Commission an application for approval 
of the issuance of $120,000,000 of new 
debt. This action marked the first time 
in several years that holding company 
has sought to undertake a major debt- 
refunding operation. Under the provi- 
sions of the Holding Company Act, hold- 
ing company financing is subject to the 
closest scrutiny of the SEC, and, in its 
most recent findings, the commission has 
held that such debt should be eliminated 
rather than perpetuated. 

In announcing the filing of its appli- 
cation, the Columbia Corporation indi- 
cated that $28,000,000 of the newly pro- 
posed securities would be in the form of 
serial debentures maturing from 1942 to 
1951 ; and $92,000,000 would be sinking- 
fund debentures maturing in 1961, 
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What Others Think 


Public Spending After 
The Defense Boom 


Sue day World War II will have run 
its course. Win, lose, or draw, it is 
inconceivable that the present pace of 
spending, not only for our own national 
defense, but for that of virtually every 
embattled democracy in the world, can 
go on indefinitely. Furthermore, the 
drained resources of the totalitarian 
powers will require a sharp curbing in 
military expenditures once the fateful is- 
sue of world domination is decided. 

When that day comes, the question of 
what steps will then have to be taken to 
return our American economy to its nor- 
mal peace-time operation will depend in 
great part on the verdict of Mars. As- 
suming that the United States govern- 
ment will not then be so exhausted and 
hampered by adverse military develop- 
ments as to be unable to finance the 
transition from war back to peace as a 
public project, plans are already being 
laid which may eventually have an im- 
portant bearing on the future of public 
utility companies in America. 

Secretary of Interior Ickes has already 
suggested that a huge backlog of public 
works projects might be used as a transi- 
tional device to provide jobs for those 
dismissed from defense industries and 
the active military services. Further- 
more, when Secretary Ickes talks about 
public works it is only natural to assume, 
on the basis of past performance, that he 
has in mind public projects of a public 
utility nature—notably electric plants. 


OWEVER, the very cessation of activi- 
ties in the armament industries, 
shipyards, aircraft factories, and so 
forth, is likely to throw a heavy block of 
power capacity into the ranks of unem- 
ployed. The same may be said to a lesser 
extent of the gas and telephone in- 
dustries. 


An alternative suggestion for a “bil 
lion-dollar cushion” of public spending 
following the collapse of the war indus! 
tries boom was discussed editorially j 
Agricultural Engineering for Februar 
1941. It stated in part: ; 


One suggestion has come to us from with 
in the agricultural engineering field and r 
lating to it. A program of rehabilitatin, 
farm buildings could be developed as a bil 
lion-dollar-a-year cushion during the perio 
of readjustment of business to peace-tim 
production. Briefly, here are the considera 
tions, as represented to us. 

Farm houses and other buildings ar 
known to fall far short of desirable stand 
ards to meet living and production needs 
New construction, remodeling, and routin 
maintenance have been postponed during th 
past two decades of quite general agricul 
tural depression. 

Specifically, it is estimated that 250,00 


age and provide for normal replacement. | 
One billion dollars per year is a low est 
mate for the investment value of this amou 


which are free of mortgage indebtedness 
This is considerably less per capital than ur 
ban investment in housing and constructio 
for business operations. It represents abo 
three times the present level of farm build 
ing operations. ; 
This amount of farm building activity ca 
be brought about by furnishing competent 
free architectural and engineering advice t¢ 
farmers who want to make building im 
provements, and need only help to get start 
ed. It is known that farmers generally hav 
a latent or potential desire to improve thei 
buildings, which becomes effective whe 
they are shown what it can do for them, tha 
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WHAT OTHERS THINK 


itis within their means, and how to get most 
yalue for the money they might invest. The 
program contemplated would provide schools 
and demonstrations, as well as individual 
grvice, to clarify these points for farmers. 

It would have the sound farming, busi- 
ness, and engineering objective of encour- 
aging this use of available man power, 
money, and materials only whenever and 
however their use in improving farm build- 
ings could be clearly justified by the esti- 
mated contribution of such improvements to 
the material and living values to be realized 
by the farm family. 


If such a program were undertaken, it 
ould follow that privately owned and 
grated public utility industries might 
k provided with fresh fields for enter- 
ise instead of having their existing 
poperties shot from under them by pub- 
he subsidy of competitive publicly owned 
d operated utility services. Closer 
yoperation between the Rural Electrifi- 
ation Administration and the private 
wer industry could make an advance in 
nral electrification a normal accompani- 
ment of such a farm _ rehabilitation 
bogram. 


s Agricultural Engineering points 
out, the period following the war 
tom will be one of grave danger to our 
American institutions and it would be 
nise to plan a course of action more likely 
encourage our traditional system of 
tee enterprise than further ventures into 
lie field of state socialism which might 
ntually place our feet on the road to 
loscow or some other totalitarian eco- 
wmic solution. Describing the difficulties 
which will confront us on the day when 
ie defense boom grinds to a halt, the 
tgricultural Engineering editorial stated : 


... The bottom will drop out of our war- 
supply export trade. Other export trade op- 
portunities may be limited. Our own na- 
tional defense “catch-up” program will get 
caught up, and, if not actually decreased, will 
level off at some maintenance demand for 
men and materials which will be less than 
its present expansion demand. That part of 
our man power and production which meas- 
ures the difference between profit and loss, 
between prosperity and depression, between 
labor shortage and unemployment, will need 
to be redirected irito other activities. We 
will have to return to thinking in terms of 
peace-time prosperity, a balanced national 
budget, and reduction of the national debt. 
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The greatest danger to our prized democ- 
racy and its institutions at that time will be 
our own internal economy. It will be an- 
other national emergency! It will be an 
emergency of providing or creating exten- 
sive opportunity for every man to apply his 
brain and brawn to national resources in a 
way of his own choice, to produce efficiently, 
directly or in exchange value, individually 
or collectively, and to the limit of his effec- 
tive desire, things that he needs and wants. 
The only other alternative is a reversion 
within our country toward the age-old, un- 
civilized, anarchistic struggle and insecurity 
of getting and having, not by production and 
economic service, but by taking from others 
by trickery, connivance, and brute force. 


The editorial went on to state that it 
would have been better if we had antici- 
pated and started preparing for our pres- 
ent defense emergency five or ten years 
ago—when eventual international con- 
flict on a large scale was freely predicted 
by most world observers. Instead of that 
we spent public money during the depres- 
sion on palliative projects which in many 
cases were simply invented to make jobs. 
In fairness it must be admitted that some 
of these projects have stood us in good 
stead during the defense emergency. But 
with respect to a great many of them we 
could certainly have wished that they had 
been directed towards more practical, if 
not directly defensive, purposes. 


T was the economic collapse that fol- 
lowed the peace of 1918 which led to 
European revolution and the establish- 
ment of dictatorship on such a wide scale. 
Troubles came to the victor and to the 


vanquished alike. Germany was bled 
white and in desperation brought forth na- 
tional socialism under Hitler. Othercoun- 
tries felt the drain of the long struggle 
to defend their democracies from the on- 
slaughts of Communism and its incipient 
leftward movements. It was largely be- 
cause European democracies were thus 
weakened that they could not meet in a 
more timely and decisive fashion the 
challenge of dictatorship from the right. 

There is in all this a lesson for us, but 
whether we shall profit by it will depend 
on the plans now being made in Washing- 
ton for solving the critical economic 
problem which will inevitably follow the 
end of World War II. 
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“NEVER MIND, MEN. I GOT THEM ON THE TELEPHONE” 


Chamber Committee Reports on 
National Power Reserves 


aed more than a year ago the Nat- 
ural Resources Department Com- 
mittee of the Chamber of Commerce of 
the United States published a report en- 
titled “Power Capacity to Meet National 
Needs.” In this report it was maintained 
that existing and new generating capacity 
of utility companies could produce be- 
tween 140,000,000,000 and 145,000,000,- 
000 kilowatt hours in 1940 without 
difficulty. 
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In a more recent report (January 
1941) this committee finds that its pre 
diction became an accomplished fact and 
that because of new capacity there was 
safety factor of spare power reserve 
equal to 30 per cent of the year’s peak 
Industrial activity in 1940, stimulated by 
foreign war and home defense, mad 
substantial new demands. Throughout 
the country the committee found that 
utilities were able to meet almost any de 


424 





WHAT OTHERS THINK 


mand with surprising promptness and ef- 
fciency. During the year 1,900,000 kilo- 
watts of new capacity were added and it 
is expected that 3,420,000 kilowatts 
will be added in 1941—exceeding by 1,- 
(00,000 kilowatts the greatest previous 
record in the industry’s history. That 
was in 1930 when 2,490,000 kilowatts 
were added. 

The sale of power to industry in 1940 
was up 163 per cent over 1939; retail 
commercial sales were up 7 per cent ; and 
residential sales were up 10 per cent. The 
over-all increase was 11 per cent above 
1939, the total generation being nearly 
141,000,000,000 kilowatt hours. Looking 
to the years ahead in the light of the 
swiftly expanding defense program, the 
committee report stated : 

It is generally agreed that 1941 and 1942 
will be critical years in the national defense 
program. The need for additional power, 
however, would seem to be abundantly met 
by the industry’s expansion program. The 
following table shows assured new capacity 
for 1941 and 1942, with early indications of 
1943 additions : 


New EL-ectric Power CAPACITY 


(Private and Government) 
1941 1942 1943 
(Kw.) (Kw.) (Kw.) 


1,774,200 1,573,500 132,000 
249,300 471,000 
369,834 174,350 
811,600 
215,000 

3,419,934 2,694,850 459,500 


If there is added to these 1941-42 totals 
scattered installations in isolated steam 


In Nonindustrial Areas, 
Private Systems ... 
In Nonindustrial Areas, 
Private Systems .. 
Municipal Plants ... 
Federal Government . 
Other Governmental. . 





plants that have been reported, of nearly 
400,000 kilowatts, a grand total of around 6,- 
500,000 kilowatts is indicated as an all- 
around 2-year expansion figure. This is a 
15 per cent increase to present capacity and 
it is but a little short of the 6,772,000 kilo- 
watts added during the three highest expan- 
sion years; namely, 1928, ’29, and ’30. The 
construction budget of the industry for 1941, 
which excludes all Federal expenditures, is 
placed at $730,000,000, equaling the average 
expenditure during the expansion period of 
the twenties. 


Ges committee feels that this new 
construction program is adequate 
for any possible defense emergency. 
However, it observes that there are addi- 
tional sources of power available through 
the staggering of work hours to avoid un- 
necessary peaks and valleys in the indus- 
trial load and the possible use of reserve 
capacity. Improvements in interconnec- 
tion and dependability of fuel supply, it 
was pointed out, tend to reduce the spare 
capacity needed for reserve purposes. It 
conceded that the billions of dollars being 
spent annually in the defense program 
have not yet reached high-gear produc- 
tion, but the committee report was con- 
fident that whatever new power demand 
might develop, the industry’s new capac- 
ity already programed, “plus the flexibil- 
ity in our private electric utility system, 
seem ample to meet it.” 
Eectric Power Suppty. Report of Natural 
Resources Department Committee, Chamber 


of Commerce of the United States. Wash- 
ington, D. C. January, 1941. 





TVA Rushes Power for Defense 


A account of the emergency construc- 
tion program now being rushed by 
the TVA to increase its available firm 
power by 300,000 kilowatts in a period of 
three months is presented in the Feb- 
tuary 27th issue of Engineering News- 
Record. The power is needed primarily 
for the aluminum industry and will come 
from three major sources: An hydro de- 
velopment on an upper river tributary, a 
steam plant to “firm” the hydro power 
against high and low waters, and the in- 
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stallation of additional generating units 
at existing dams. The cost is estimated 
at more than $65,000,000, of which $25,- 
000,000 has been already authorized for 
the fiscal year 1941. 

Wilson dam, which TVA inherited, 
had a capacity of only 184,000 kilowatts, 
less than a quarter of which was “firm” 
power during periods of low flow. The 
TVA also inherited the Sheffield steam 
plant with 60,000 kilowatts capacity. 
Since it was created in 1933, the TVA 
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PRESENT AND PROPOSED WATER-CONTROL PROJECTS 
OF THE TENNESSEE VALLEY AUTHORITY 












Dam Reservoir N 1 
cee os | 
Power Volume nd 
Auth dU D f rep of Cc ow 
uthorize ltimate ate o Top o. ontrolled Tot c 
: Installa- Capac- Comple- Gates, Storage, Prosar marke 
Project River tion, kw. ity, kw. tion Acre-ft. Acre-ft. Cost expos 
Kentucky _......-00+ Tennessee ..... 128,000 160,000 8/ /45 6,100,000 4,570,000 $105,000,00¢ fair to 
Pickwick Landing Tennessee ..... id 216,000 12/31/38 1,091,000 418,000 : 
MMS cote dots wie eke Tennessee ..... 444,000: 4/ 1/26: 535,000 ©. siccne the bi 
Wheeler Tennessee ..... 259,200 429,000 Pa 
Guntersville Tennessee ..... 282,000 tt 1S | 
Hales Bar Tennessee ..... 50,483 50,483 11/ 2/13 125,000 ...... realiz 
Chickamauga Tennessee ..... 
Watts Bar Tennessee ..... On 
Fort Loudoun Tennessee ..... ae 
eerie REE. et e-cicncers two 
iwassee Hiwassee ...... , 
Ocoee No. eran i. a ae dynar 
Ocoee No. 2 chee .occcscc. BEBOO BZEWO  concce 0 inven 
Blue Ridge .. TOCCOR. oscsccs2. 20000 20000 3 § .esie 197,500 ‘ean. | 
Great Falls ; Caney Fork .... BM sbe wee 54,500 49.400 Kan, 
Cherokee Holston ....... 120,000 1,640,000 1,200,000 single 
C—Constructed by TVA. small 
CI—Constructed prior to TVA. ment 
UC—Under construction by TVA—Data subject to revision. 
A---Acquired by purchase from utilities. then 4 
X—No definite figures available. 
upon 
4 gigan 
every 
has completed six dams and is building _ kee dam, is on the Holston river above Knox Corli 
four more. The six dams now have a ville, where its storage can be utilized fori work 
capacity of 447,800 kilowatts, making a Power at all of the main river dams of the prodt 
é ate é TVA system. The added water available : 
total of 691,800 kilowatts installed by thus justifies addition of two more generat. chan! 
government agencies. ing units at Wilson dam and one at Pickwickgj Li 
The purchase of the Commonwealth & Landing dam as well as three units at Chero-J that 
Southern properties and other units in Kee 4, total of 214,000 kilowatts. decac 
- Aa cieees i To insure constant power when flood orf: 
Tennessee increased this total until now low water reduce the efficiency of the hydro in t 
TVA has 984,800 kilowatts capacity in development, a steam plant is now underj™ abou 
the Tennessee valley. The National De- rush construction Jest ea ge 7 stear 
: oe ‘ Watts Bar dam. Construction of the damj 
fense Advisory Commission w anted more was started in 1939, concrete for the lock Ye 
power, so the TVA made studies of all and much of the spillway has been placed, the 
hydro sites and many locations have been with substantial completion expected late inj exp] 
investigated for foundation conditions so a — in commercial operation by tric 
that information on all potential power ay, ‘ son 
development sites has been made avail- ; ; cand 
able and TVA confidently expects to in- / ; ‘HE article goes on to outline thei carb 
crease its firm power by 300,000 kilo- engineering features of the Chero-l@ quri 
watts by the end of 1942. Engineering kee dam on the Holston river and gives@™ Bru 
News-Record stated: the above comprehensive table ong anot 
Location of the principal structure of the present and proposed water control i nati 
emergency program, to be known as Chero- projects of the TVA. Elih 
wer! 
thei 


“Tue United States has not found it necessary to interfere in any way 
with regular broadcast programs. Nor can I conceive an emergency so 
grave that it would require taking the vast burden of broadcast opera- 
tions out of the hands of the broadcasting industry.” @ the 


_ —James Lawrence Fiy, 
Chairman, Federal Communications 
Commission. 
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A Saga of the Power Industry 


n 1876, the United States celebrated 
its one hundredth anniversary as an 


exposition at Philadelphia. It might be 
fair to say that the year 1876 also marked 
the birth of the Electric Age, although 
it is probable that nobody at the time 
realized it. 

On exhibition in Machinery Hall were 
two small, crudely fashioned electric 
dynamos, one the product of the Belgian 
inventor, Gramme, and one by an Amer- 
ian, Wallace. Each supplied current toa 
sngle arc lamp and one of them drove a 
small pump. Spectators paused for a mo- 
ment to examine these curiosities and 
then passed on to lavish their admiration 
upon the huge Corliss steam engine—a 
gigantic machine which overshadowed 
everything else in Machinery Hall. The 
Corliss engine was 30 feet high, the 
world’s greatest prime mover, capable of 
producing 1,000 horsepower of me- 
chanical energy. 

Little did the admiring throng know 
that the day would come, within a few 
decades, when the little electric dynamos 
in their forgotten corner would just 
about steal the show from the panting 
steam monster. 

Yes, the year 1876 stands for much in 
the history of important conquest and 
exploitation of the mystic force of elec- 
tric power. It was in that year when Edi- 
son first discovered the principle of in- 
candescent lighting through a fragile 
carbonated filament of thread. It was 
during that year that Charles Francis 
Brush in Cleveland was busy fashioning 
another electric dynamo to create illumi- 
nation through the agency of arc lamps. 
Elihu Thomson and James John Wood 
were already dreaming of dynamos of 
their own, each with distinctive design. 


ONE of these four men, Edison, 
Brush, Thomson, and Wood, had 
the faintest idea in 1876 that their re- 
spective activitiés would be of value to 
the others. Each had his own theories, 
his own workshop, his own financial sup- 
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porters. Yet, each was destined to see his 
work furnishing an indispensable contri- 
bution to an infant industry—that is re- 
sponsible for civilization as we know it. 

A readable chronicle of this saga of 
electric power is contained in the post- 
humous work of John Winthrop Ham- 
mond, recently published by J. B. Lippin- 
cott Company, under the copyright of the 
General Electric Company. Mr. Ham- 
mond spent more than three years collect: 
ing material for this volume. After he 
died in 1934, his 300,000-word manu- 
script was edited and condensed by the 
well-known industrial writer, Arthur 
Pound, who also added a brief epilogue, 
bringing the subject up to date. 

The work thus spans the growth of 
electric power from the sputtering arc 
light to the modern marvels recently and 
dramatically exhibited at the New York 
World’s Fair 1939-40. Although the 
work is, as the subtitle discloses, “the 
story of General Electric,” it is by no 
means restricted to a discussion of the 
corporate history of that organization. 
Coffin, Stanley, Steinmetz, Sprague, and 
many other pioneers, in addition to the 
four already mentioned, are all given just 
recognition for their important work in 
placing electric power at the service of 
mankind. 

The book is written in a popular style, 
with interesting illustrations, which 
make it as entertaining as it is educa- 
tional. Although it touches on such mat- 
ters as corporate financing and the hold- 
ing company organization, as well as the 
personalities behind the electric industry, 
it does not go into the controversial 
“power issue.” There is something about 
the simple approach from the engineer- 
ing side of the electric industry which 
makes such political discussion seem un- 
necessary and inconsequential. This is a 
book about men who dreamed dreams 
and did great deeds in the laboratories, in 
the field, and in the boiler room. What 
happened after the commercial enterprise 
which they launched and to which they 
so largely contributed collided with po- 
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Courtesy, The Washington (D. C.) Post 
“IS HE EXPENSIVE TO RUN?” 


litical realities would seem to be more 
properly a matter for another and prob- 
ably less interesting book. 


N the light of sheer physical accom- 

plishment in the American electric in- 
dustry during the last sixty years, we may 
well wonder—along with Philip D. Reed 
and Charles E. Wilson, who pose this 
very question in their joint prologue to 
Mr. Hammond’s book—just what mar- 
vels as yet undreamed of will mark the 
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year 2000. Since electric power has in 
sixty years revolutionized transportation, 
illumination, standards of living, and 
urban organization to such an extent that 
the comforts of the humblest city dweller 
today surpass those of a nobleman in the 
bygone period, what can we expect to 
materialize during the next sixty years? 


MEN AND Votts. By John W. Hammond and 
Arthur Pound. J. B. Lippincott Company, 
East Washington Square, Philadelphia, Pa. 
Price $2.50. January 29, 1941. 
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Tax Rises Curb Utility Rate Cuts 


ARGE increases in local, state, and 
Federal taxes in recent years, far 
outstripping rises in annual revenues, 
have made it progressively more diffi- 
cult to obtain reductions in gas, electric, 
telephone, and water rates, the New York 
Public Service Commission declared in 
its annual report to Governor Lehman 
and the state legislature, made public on 
February 23rd. 

Citing the cases of gas and electric 
utilities in New York city, the report 
said that their total tax burden increased 
almost 189 per cent between 1925 and 
1939, while annual revenues increased 
only about 34 per cent. Total revenues 
of all gas and electric utilities in the city, 
according to the report, rose from $240,- 
743,082 in 1925 to $322,316,524 in 1939, 
while taxes paid by the companies rose 
from $20,408,548 to $58,943,041 during 
the same period. 

“The situation with respect to gas and 
electric utilities in the state outside New 
York city,” the report said, “has fol- 
lowed a similar trend.” Gas and electric 
utilities in the metropolitan area of New 
York, the report declared, paid in taxes 
an average of 18.29 cents out of every 
revenue dollar in 1939, as compared with 
8.5 cents paid in taxes by the same utili- 
ties in 1925. In the case of the electric 
companies, the report said, the ratio of 
taxes to revenues has in some cases risen 
as high as 23 cents out of every revenue 
dollar. The report stated: 

During the last ten years the public service 
commission has maintained an aggressive 
policy designed to reduce rates and charges 
of utilities under its jurisdiction. In the ag- 
gregate, these reductions over the ten years 
since 1930 have saved utility consumers ap- 
proximately $375,000,000. The commission’s 
efforts in this respect have not diminished, 
yet in recent years the task has become pro- 
gressively more difficult due to the mounting 
burden of taxation upon utilities. 

A point has now been reached where the 
question of rate reductions depends to alarge 
extent upon the taxes utilities under the com- 
mission’s jurisdiction must pay annually. The 
time-worn adage that one cannot eat his cake 
and have it is still true and applies with equal 
logic to attempts to increase taxes upon utili- 
ties while at the same time demanding that 
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rates be reduced in order to benefit con- 
sumers. 


HE report said that the New York 

Telephone Company paid 9.53 cents 
out of every revenue dollar to meet taxes 
in 1925, while in 1939, 16.05 cents of each 
revenue dollar was applied to the same 
purpose. The figures cited by the com- 
mission apply to the company’s statewide 
operations. 

The commission noted that the dis- 
parity in the growth of taxes and rev- 
enues is even greater than appears from 
a percentage comparison. The increase 
in 1939 revenues over those of 1925, the 
report pointed out, was not due to higher 
rates but to increased sales of gas and 
electricity, while in many instances addi- 
tional plant facilities were required to 
meet service demands, necessitating ad- 
ditional capital investment. The report 
declared that “the increased costs in ob- 
taining the increased revenues have not 
been considered in this analysis, while the 
increase of nearly 189 per cent in taxes 
is absolute.” 

The commission said that the present 
situation, with taxes representing from 
15 to 20 per cent of gross revenues of 
utility companies, seriously affects the 
validity of many rate comparisons. It 
does not necessarily follow, the report 
stated, that rates in any given community 
are excessive and should be reduced, 
merely because they are higher than the 
rates charged elsewhere. 

Referring to the prevalent practice 
sponsored in some instances by Federal 
agencies of comparing rates in various 
cities and regions, the New York com- 
mission said: 


Such comparisons are frequently made 
and in some instances fully warrant the con- 
clusions drawn, but if one wishes to be fair 
he must first determine whether conditions 
are similar. If a plant has to pay no taxes 
it is apparent that the rates charged could be 
20 per cent lower than in the case of a com- 
pany that has to pay taxes amounting to 20 
per cent of its gross revenues. Seldom is the 
difference so great as in this supposititious 
case, but it is unfair to compare rates unless 
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there is an equality of conditions and this 
applies to taxes as forcibly as to cost of coal, 
wage rates, and character of service. 


N the report the commission noted its 

belief that it must still be governed by 
basic principles of rate making, including 
the right of the utility company to a fair 


return on the fair value of property used 
and useful in rendering public service, 
Arbitrary rate reductions, forced upon 
the utilities, will defeat the major pur- 
pose of assuring efficient, safe, and con- 
tinuous service to the public, the report 
contended. 





Notes on Recent Publications 


ELectric Power REQUIREMENTS AND SUPPLY 
IN THE UNITED States. National Defense 
Power Survey. Federal Power Commission, 
Washington, D. C. Price 50¢. When order- 
ing, refer to FPC P-7. December, 1940. 
This report presents information in tabu- 
lar and graphic form showing the past and 
probable future electric power requirements 
and supply in the United States through the 
year 1942. In addition to the summarized in- 
formation by power supply areas presented 
in former reports, this report shows Oc- 
tober, November, and December, 1940, data 
separately for each major utility system. 


House or Fietp, Inc. Book publishers, 19 
West 44th Street, New York, N. Y. 

In a letter to editors of publications in the 
public utility field, the House of Field, 
through its president, Rudolph Field, “in- 
vites outstanding leaders in the utility field 
to submit their manuscripts for his consid- 
eration.” If a suitable book can be found, 
the House of Field will include it in its fall 
list. Mr. Field suggests “something thor- 
ough, something well presented, something 
interesting ; otherwise, no restrictions as to 
style or content.” The invitation is extend- 
ed “in the interests of fair play,” because of 
the preponderance of antiutility literature 
and propaganda during recent years which, 
according to Mr. Field’s circular letter, have 
resulted in few avenues of expression re- 
maining open to public utility officials. 


STATE COMMISSION JURISDICTION AND REGULA- 
TION OF ELectrIC AND GAs UTILITIES. Fed- 
eral Power Commission, Washington, D. C. 
51 pages. Price 25¢. When ordering, refer 
to FPC S-10. January, 1941. 

This publication was compiled to meet ad- 
ministrative needs for information on state 
commission jurisdiction and regulation of 
electric and gas utilities by Federal and state 
agencies. It was compiled by the staff of the 

ederal Power Commission and has been 
made available to the general public at a 
nominal charge. It presents the results of a 
survey of the nature and extent of regula- 
tion by state agencies under existing laws. 
The laws are not quoted verbatim, but are 
briefly digested in textual and tabular form. 
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The data shown were submitted to the state 
commissions for final verification and ap- 
proval prior to publication. 

The powers of state commissions to reg- 
ulate electric and gas utilities are presented 
through text and tables in the report in the 
following sequence: 

Part I, Regulation of Privately Owned 
Electric Utilities. 

Part II, Regulation of Municipally Owned 
Electric Utilities. 

Part III, Regulation of Privately Owned 
Gas Utilities. 

Part IV, Regulation of Municipally 
Owned Gas Utilities. 

Part V, Regulation of Natural Gas Pro- 
duction. 

Part VI, Regulation of Other Than Elec- 
tric and Gas Utilities. 


THE WHEELER Project. Tennessee Valley 
Authority Technical Report No. 2. 362 
pages; 147 illustrations. Clothbound copies, 
$1 each. Superintendent of Documents, 
Washington, D. C. 

This report was published by the TVA to 
give to the engineering profession and the 
general public facts about the planning, de- 
sign, and construction of the Wheeler project 
on the Tennessee river. This volume is the 
second of a series of TVA Technical Re- 
ports, the first of which is The Norris 
Project report, published in 1939. 

The report covers the history of the Ten- 
nessee river development and describes the 
part that the Wheeler project plays in this 
development; the Wheeler project investi- 
gations, including social and economic 
studies; lock, dam, and power house de- 
signs; access roads; employee housing, con- 
struction methods, including construction 
plant and river diversion; reservoir adjust- 
ments, such as reservoir clearing and high- 
way and railroad relocation; initial opera- 
tions ; and a complete summary of construc- 
tion costs. Appendices include a complete 
statistical summary of the physical features 
of the project; copies of the engineering and 
geologic consultants’ reports ; and summaries 
of special tests such as model studies. Com- 
prehensive bibliographies on each phase of 
the work are also included. 
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The March of 
Events 


Fontana Dam Abandoned by 
Alcoa 


HE Federal Power Commission recently 
Tene that it had received notice that 
the Nantahala Power & Light Company, sub- 
sidiary of the Aluminum Company of Amer- 
ica, had abandoned intentions to construct a 
$35,000,000 hydroelectric project in western 
North Carolina. No reason for the action was 
given in the notice but the Nantahala Com- 
pany, with headquarters at Franklin, North 
Carolina, has been contesting an FPC decision 
that a Federal license was necessary for con- 
struction of the Fontana project. 

The Nantahala Company has contended the 
Little Tennessee river, on which it would build 
the 300,000-horsepower plant, was non-navigable 
and therefore a permit was not required under 
the Federal Power law controlling hydroelec- 
tric projects on navigable streams. The com- 
mission, however, had asserted that the Little 
Tennessee had been navigated by “steamboats, 
gasoline towboats, and other river craft.” 

The Fontana dam was proposed as an addi- 
tion to projects now under construction. by 
Nantahala in North Carolina—one known as 
the Nantahala project on the Nantahala river 
in Macon county, and the other as the Glen- 
ville project on the West fork of the Tucka- 
segee river in Jackson county. The commission 
ruled these projects, on tributaries of the Lit- 
tle Tennessee, did not require Federal licenses. 
Subsequently, on last November 5th, the com- 
mission made its ruling in the Fontana Case. 

Also tied up in the case is the proposal of 
the Knoxville Power Company of Tennessee, 
another Aluminum Company subsidiary, for 
construction of Chilhowee dam, a 45,000- 
horsepower project 26 miles downstream from 
Fontana: 

“Tf the commission shall find that the opera- 
tion of the Fontana project coupled with the 
reasonable operation of the Chilhowee project 
will not affect interstate commerce, then the 
Knoxville Power Company will proceed with 
the construction of the Chilhowee project,” 
Nantahala said in its petition. 

In a brief appearance on March 10th before 
an FPC examiner, Oscar R. Ewing, New York 
attorney for the company, contended Alcoa 
had a legal right to withdraw its declaration 
of intention, because of the commission’s deci- 
sion that a Federal Power license would be 
required 
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Alcoa Gets Power Turndown 


LO aoe of Interior Harold L. Ickes last 
month refused to grant Bonneville power 
to the Aluminum Company of America for 
further expansion of its new multimillion- 
dollar plant at Vancouver, Washington. The 
revelation came in a statement made during a 
press conference, which was said to have 
turned up several other highly significant dis- 
closures about Bonneville-Grand Coulee 
power. 

According to the Associated Press, Ickes 
also said that the Henry J. Kaiser Company, 
San Francisco, wanted Bonneville power for 
the manufacture of magnesium. Ickes sug- 
gested that the Kaiser Company may con- 
tract first for power from a privately owned 
San Francisco utility, and later from the gov- 
ernment-owned Central Valley project. He 
said if Kaiser locates in the Grand Coulee 
area of the Columbia river, public power will 
be available much sooner, since Grand Coulee 
would start operation March 22nd, 

The Aluminum Company of America had 
opposed sale of Bonneville power to competi- 
tors, Ickes said, and had tried to persuade the 
Reynolds Metals Company, Richmond, Vir- 
ginia, to abandon its recently announced plan 
for a $4,000,000 pig aluminum plant in the 
Bonneville area. The Reynolds Company, 
which signed a contract on February 24th for 
40,000 kilowatts of Bonneville power for its 
initial plant, has since signed a second contract 
for an additional 20,000 kilowatts. 

Explaining his refusal to grant added power 
to Alcoa, Ickes said he was merely follow- 
ing the “letter of the law” as laid down in the 
Bonneville Act. 

Governor Charles A. Sprague, of Oregon, 
crossed verbal broadswords with Secretary 
Ickes over the sale of power from Bonneville. 
He said Ickes’ action represented the danger 
of concentration of authority. Ickes subse- 
quently denounced the governor as “an advo- 
cate of monopoly and holding company con- 
trol” and characterized his criticism of power 
allocations at Bonneville as “an indirect attack 
on public ownership.” 

He asserted, that if the Aluminum Com- 
pany of America’s request for more power 
had been met, “Bonneville would have been 
responsible for further entrenching that com- 
pany in its monopolistic position.” 

Dr. Paul J. Raver, Bonneville Administra- 
tor, defended Secretary Ickes’ refusal to grant 
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Bonneville power for additional expansion of 
the Aluminum Company of America’s plant 
at Vancouver, Washington. He said criticism 
of Ickes’ action by Governor Sprague and 
others sprang from misunderstanding of the 
Secretary’s purpose. Raver said Ickes is “en- 
couraging other industries to come to the 
Northwest, and I believe his position is sound.” 


Seeks Bonneville Appropriation 


RESIDENT Roosevelt on March 3rd_ re- 
quested Congress to appropriate $10,900,000 
for expediting construction of the Bonneville 
power project “to meet unforeseen defense- 
industry demands at the earliest possible date.” 
Although Jesse Jones, Secretary of Com- 
merce, and the Federal Power Commission 
both pointed out that in 1940 output and 
capacity attained the highest levels in the his- 
tory of the electric power industry, the Presi- 
dent’s message indicated that the Portland, 
Oregon, and Seattle regions were confronted 
with “serious power shortages.” 

The increased generating facilities, Mr. 
Roosevelt explained, would be installed both 
at Bonneville and the Grand Coulee dam, 
but that an estimated $9,000,000 for three addi- 
tional units at Grand Coulee would not be 
needed before the summer of 1942. 

The FPC furnished figures to show that in 
January for the fourth consecutive month the 
average daily output of electric energy for 
public use had reached a record high level 
of 429,028,000 kilowatt hours. This figure was 
1.0 per cent more than the average daily pro- 
duction in December, 1940, and an increase of 
10.7 per cent compared, with the same month 
of the preceding year. Aggregate production 
of electric energy for public use during Jan- 
uary was 13,299,863,000 kilowatt hours, of 
which a total of 4,516,396,000, or 34 per cent, 
was produced through the utilization of water 
power. 

Secretary Jones commented that “output, 
capacity, customers, and revenue all were the 
highest in the history of the power industry 
last year.” He predicted that there would be 
an increase in electric power capacity in 1941 
similar to that of last year. In 1940, he said, 
industry had accounted for about two-thirds 
of the increased demand ‘and had taken about 
50 per cent of the total energy sold. 

Bonneville Administrator Raver, comment- 
ing on President Roosevelt’s request for an 
immediate deficiency appropriation to speed 
work on Bonneville’s distribution system, said : 

“Construction of Bonneville and Grand 
Coulee is ahead of schedule. Our problem is 
to make this power available to consumers, 
particularly defense industries, just as fast as 
it becomes available at the generators.” 

Meantime, Army Engineers of the North 
Pacific district said the $7,642,750 requested 
on March 3rd for Bonneville construction 
would be used to continue work on the power 
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house and start work on the last four gener- 
ators of the 10-generator plant. Four gener. 
ators are now in operation, and two others 
will be completed before January 1st. Con- 
struction schedule calls for completion of the 
last four in 1943, 


FPC Attacks Political Activities 


TT Federal Power Commission recently 
charged five electric utility companies op- 
erating in the Pacific Northwest with wide- 
spread political activity which one commis- 
sioner characterized as “subversive.” 


The charges were contained in an opinion 


of the FPC’s investigation into the account- 
ing disposition of political expenditures of the 


Portland General Electric Company, Wash- © 


ington Water Power Company, Northwestern 
Electric Company, Puget Sound Water & 
Power Company, and the Pacific Power & 
Light Company. 

Commissioner John W. Scott suggested, in 
a strongly worded concurring opinion, that 
Congress might look into the “subversive ac- 
tivities” of the utilities. He charged they em- 
ployed “subterfuge” to “pollute the political 
processes of free choice at public elections.” 

The commission found that the companies 
spent more than $1,000,000 for political activi- 
ties between 1935 and 1940 and that they 
charged approximately one-half of that sum 
to the cost of consumer service. It said these 
activities included hiring of prominent citi- 
zens for “secret political services,” financing 
of various “front” organizations, and pro- 
viding “indirect subsidies to the organs of 
public opinion” by paying for extensive ad- 
vertising and radio programs. 

Scott suggested, that Congress “may wish to 
notice the facts disclosed by this record and 
consider the necessity for appropriate action 
to protect the public investment and _princi- 
ples involved.” 

Four of the companies, in replies made pub- 
lic on March 5th to the FPC order, objected 
because the order did not apply, among others, 
to the Bonneville Power Administration. The 
statements were from the Puget Sound Power 
& Light Company of Seattle, the Pacific 
Power & Light Company, Portland, the North- 
west Electric Light & Power Company, Port- 
land, and the Washington Water Power Com- 
pany, Spokane. i 

The statements argued, that the commission 
was without authority to require an account- 
ing of the intended expenditures and charged 
the order was unfair in that it did not apply 
to all companies under the commission’s juris- 
diction or to the Bonneville Power Adminis- 
tration and the light department of Seattle. 

The companies charged that the Bonneville 
Administrator engaged in activities involving 
large expenditures of public funds for salaries 
and expenses of public employees for adver- 
tising, radio, printing, and miscellaneous ex- 
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penses “to distribute publicity and propa- 
ganda for the purpose of influencing and 
otherwise affecting political, legislative, public 
power, and other matters before the electorate 
or their representatives in public offices.” 


Insurance Curbs Urged 


GCQATRENUOUS and prompt efforts” to 

S strengthen state machinery for regulat- 
ing and supervising life insurance companies, 
and the institution of Federal supervision 
limited primarily to advisory and informative 
functions “to plug the gaps where state regu- 
lation cannot do an effective job,” were recom- 
mended recently to the Temporary National 
Economic Committee by Sumner T. Pike, a 
member of the Securities and Exchange Com- 
mission, and Gerhard A. Gesell of the SEC 
legal staff. 

Although the Federal government should 
only “work with the states on a codperative 
basis toward the end that the states may do 
a better job,” Mr. Pike suggested that unless 
Federal action were taken “the weaknesses 
in the existing state regulatory system may 
lead to its eventual decay and public clamor 
will then arise for an all-inclusive Federal 
regulatory system.” The life insurance busi- 
ness, however, is “generally healthy,” he said. 

The substitution of some governmental 
form of low-cost insurance for the privately 
handled industrial insurance was another 
recommendation. Mr. Pike and Mr. Gesell, 
who emphasized that their views were their 
own and not necessarily those of the Securities 
and Exchange Commission, said the SEC was 
too burdened with duties to undertake super- 
vision of insurance companies. (See p. 417, 
this issue.) 


TVA Tax Payment Large 


HE Tennessee Valley Authority will pay 

Tennessee $246,549 and Tennessee coun- 
ties $756,069 in lieu of taxes for the fiscal year 
ending June 30, 1941, TVA General Manager 
Gordon R. Clapp announced on March 10th. 
Total payments to 6 states and, 111 counties 
for the period on the basis of final computa- 
tions will be $1,499,417, the TVA statement 
said. They were made in accordance with the 
Norris-Sparkman amendment to §13 of the 
TVA Act. 

The figures announced applied only to the 
authority’s payments in lieu of taxes, it was 
pointed out, and do not involve the taxes and 
tax equivalents provided by municipalities and 
cooperative associations distributing TVA 
power, which are now being paid in an amount 
in excess of $1,800,000 annually. 

Kentucky will receive $28,096; Alabama, 
$321,799; Georgia, $64,841; Mississippi, $48,- 
174; and North Carolina, $33,889. Tennessee’s 
share was two-thirds of the total of $1,499,417 
to be paid. 


SEC Urges Sharp Cuts 


HE Securities and Exchange Commission 

recently received from its public utilities 
division a set of recommendations on the prob- 
lem of integration under the Holding Com- 
pany Act of the Engineers Public Service 
Company, which, if accepted, would require 
the company to divest itself of all of its widely 
situated operating utilities, except either the 
Virginia Electric & Power Company, or the 
Gulf States Utilities Company, and possibly 
some minor properties in states contiguous to, 
or in which these two companies operate. 


Arkansas 


Amendment of OVA Rights 


HE power of eminent domain of the 

Ouachita Valley Authority, proposed in 
S. B. No. 186 by Senator Byrd of El Dorado, 
would be limited to the condemnation of only 
property necessary for the construction and 
operation of the Blakeley dam northwest of 
Hot Springs and of a steam-electric power 
plant in southern Arkansas, under one of 15 
amendments adopted by the state senate on 
March 5th. 

At a public hearing early this month a 
spokesman for the Arkansas Power & Light 
Company declared the power of condemnation 
proposed for the OVA would permit it to de- 
prive the company of its generation systems at 
Carpenter and Remmel dams and leave it only 
a distribution system. 

Another amendment would reinforce the 
declaration of the act that it would “in no way 


interfere with the proposed Arkansas Valley 
Authority,” now pending in Congress. Sup- 
porters of Representative Clyde Ellis’ pro- 
posed Federal AVA asked for the amendment. 
The other amendments made minor changes in 
the phraseology of the bill and: 

Extended the area of the authority to in- 
clude Union, Saline, Clark, Dallas, Calhoun, 
Bradley, Ashley, and Pike, as well as Colum- 
bia, Garland, Hempstead, Lafayette, Miller, 
Montgomery, Nevada, and Ouachita counties. 

Provided that the directors of the OVA re- 
ceive $20 per diem rather than $7,500 a year. 

Struck a provision that no member of the 
board may engage in other business activities. 

Would require the board to hire a manager 
at a salary to be determined by the board who 
would select other personnel. 

Would limit the development to the Ouachita 
river only. 

Would prevent the OVA from interfering 
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with municipally owned electric power plants. 

The bill would set up a $20,000,000 authority 
to develop the Ouachita river and to construct 
the two power plants. South Arkansas “sour 
~ fields would be utilized in the steam power 
plant. 

Governor Adkins has expressed satisfaction 
over amendments to the bill. He said con- 
struction of Blakeley dam and a steam electric 
plant to utilize “sour gas” in south Arkansas 
would constitute a major development in 
Arkansas’ industrialization. If the Arkansas 
Power & Light Company is not going to build 
Blakeley dam, he said, it should be decided 
immediately that another party will construct 
it. 


Water Planning Bill 


HE establishment of a state Water Re- 

sources Commission to survey the water 
resources of the state and plan for their pro- 
tection and development was called for in S. B. 
No. 310 introduced in the state senate by Sena- 
tor Mitchell of Prescott on March 3rd. The 
bill incorporated recommendations and sug- 
gestions of conservation and flood-control ex- 
perts from Louisiana, Texas, Oklahoma, and 
Arkansas made at a 2-day meeting in Hot 
Springs shortly before the legislature was con- 
vened. 

The commission would be empowered, 
among other things, to build and maintain and 
operate canals, dams, locks, reservoirs, and 
other necessary appurtenances; to divert 
waters from streams by canals; to build and 
maintain power dams; to manufacture and dis- 
tribute water, steam-electric, and hydroelectric 
power; to reclaim and drain swamp lands; to 
borrow money; and to investigate all unde- 
veloped power sites and irrigation projects in 
the state. 


Commissioners Resign 


ESIGNATIONS of Thomas Fitzhugh, state 

public utilities commission chairman for 
the past four years, and of Dr. H. W. Blalock, 
commission member for the same length of 
time, were submitted at Governor Adkins’ re- 
quest on March 5th. 

Chairman Fitzhugh said he previously had 
informed the governor’s office that he would 
retire if Mr. Adkins wished. His resignation 
will be effective April 15th. Mr. Fitzhugh plans 
to reenter law practice. 


Dr. Blalock, whose resignation will be effec. 
tive May Ist, has been in state service for ten 
years. He was associate professor in the de- 
partment of rural economics and sociology at 
the University of Arkansas College of Agri- 
culture for two years before his appointment 
to the commission. 

Dr. Blalock, whose letter said “it may be de- 
sirable for me to terminate my position” before 
May Ist, announced no future plans. 

The request was “no personal reflection” on 
the commissioners and involved “no difference 
in policies,” Governor Adkins said. Efforts to 
industrialize Arkansas, his major concern after 
the legislature adjourns, will include the “pro- 
mulgation. of a power program,” the governor 
said. “It will be my responsibility, and I want 
the commissioners to be men with whom I have 
been associated,” he said. 

A third commissioner, Max Mehlburger, 
also appointed by former Governor Bailey, 
whose term expired, was replaced by A. B. 
Hill of Little Rock on January 14th. 

Each commissioner receives a salary of $5,- 


000 a year. 


Persist in Utility Plan 


7 Little Rock city council will continue 
its efforts to acquire the distribution sys- 
tem of the Arkansas Louisiana Gas Company 
in that city despite the state senate’s defeat of 
S. B. No. 225 which would have permitted 
cities to issue revenue bonds to buy or con- 
struct gas or electric plants, it was recently 
announced by Alderman Emerson, chairman 
of the council’s utilities committee. 

The distribution properties may be acquired 
under provisions of Act 324 of 1935 which au- 
thorizes municipalities to obtain by purchase or 
otherwise any public utility plant, Mr. Emerson 
said. A public hearing, preceded by a 30-day 
notice, would be necessary before the council 
could vote for the proposed acquisition. The 
council’s action would be submitted to a vote 
of the electorate. If the city and the company 
were unable to agree, the price would be fixed 
by the state utilities commission. 

The council had sought passage of the sen- 
ate bill to remove any question of legality of 
issuance of revenue bonds under the 1935 act 
which makes no provision for payment of the 
purchase price. Lawyers told the aldermen 
they believed revenue bonds would be legal but 
suggested that bond lawyers might require a 
test suit before approving the issue. 


California 


Receives Official Lease 


ITY officials on February 28th received the 
formal lease from the Pacific Gas and 
Electric Company under which San Francisco 
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will undertake municipal distribution of power 
next July Ist. Working against a March 7th 
deadline set by Secretary of Interior Harold 
Ickes, City Attorney O’Toole on March 3rd 
said the lease was far from acceptable to the 
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tity. Mayor Rossi asked Ickes by telephone to 
extend the “deadline” date. The. city was pre- 
paring an alternative contract to replace the 
one drawn by PG&E attorneys, he said. 

Ickes had threatened to shut off a $200,000 
monthly income the city receives from PG&E 
for sale of Hetch Hetchy power unless the 
Jease was submitted by March 7th. The lease 
is drawn for a 10-year period, but can be can- 


celed.on six months’ notice by either party. 

Utilities Manager Cahill said he was partic- 
ularly concerned over the absence of a pro- 
vision in the lease submitted by PG&E which 
would give the city control over the construc- 
tion and maintenance of additions and better- 
ments to the system. He said it had been 
agreed verbally that this provision would be 
made a part of the lease. 


Connecticut : 


Utility Laws Hit 


pe sweeping changes in public utility 
control in the state, including measures in- 
troduced by the Hurley administration, re- 
ceived but comparatively little vocal support at 
hearings before legislative committees on 
March 7th and ran into opposition from the 
various utility companies. 

Senator Alfred M. Bingham, Democrat of 
Salem, chief spokesman for a bill permitting 
the organization of rural electrification codp- 
eratives, admitted under questioning by Senator 
John A. Holbrook, Republican of Westbrook, 
that he had no practical experience with such 
projects, had never tried to work out rates, 
and that he based his arguments on a book 
on the work of the Federal rural electrifica- 
tion efforts. 

Not one at the hearing spoke in favor of a 
bill to carry out the recommendation of Gov- 
ernor Hurley for periodic audits of utility 
companies at the expense of the companies, but 
Lawrence A. Howard, representing the Con- 
necticut Light & Power Company and other 
utilities, asserted the measure was practically a 
copy of the New York law, except that the 
Empire state statute is permissive and sets a 
top limit on the costs of such audits. 

During a discussion of a measure to change 
the present law on acquisition of utilities by 
municipalities, Mr. Howard, opposing the par- 
ticular measure as one permitting too hasty 
action, admitted that the present law, requiring 
two votes by two-thirds majorities in succes- 
sive years by the municipal legislative body 
before the proposal can be submitted to the 
people, was too strict. 

Senator Bingham said Connecticut was one 
of four states without rural electric codpera- 
tives, and that the bill was a permissive one, 
authorizing groups to unite for such projects 
with the help of what he called “cheap Fed- 
eral money.” Public Utilities Commissioner 
Joseph W. Alsop, without expressing himself 
specifically as either for or against the bill, 
gave the committee statistics showing that since 
May 1, 1932, private companies have built 1,781 
miles of rural lines and only 942 miles of con- 
struction are necessary to make electricity 
available to all areas where potential customers 
exist at a rate of three or more to a mile of 
road. There are now 4,423 potential customers 
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in such areas, he said, of whom 2,242 are 
farmers, and he predicted this construction 
would be completed by 1944 or sooner. 

Mr. Howard, asserting his clients did not 
object to rural electrification, attacked the pro- 
visions of the bill, claiming it would permit 
any five persons, even “tramps” to get a charter 
and string wires on bean poles through Main 
street, Hartford. Under the bill, he said, the 
existing utilities could become codperatives 
and get statewide eminent domain powers and 
freedom from control of the state public utili- 
ties commission on control of rates and stand- 
ards of service and safety. 

Another rural electrification bill, drafted by 
Representative Paul O. Holdridge, Democrat 
of Ledyard, has much good in it, according to 
Commissioner Alsop. The Holdridge bill would 
permit any individual, partnership, or corpora- 
tion to sell electricity to less than 10 houses. 

A bill to carry out a Democratic platform 
pledge to have public utilities commissioners 
elected by the people was held to be a probably 
ineffective attempt to do something that re- 
quires an amendment to the state Constitution 
by Vincent P. Dooley, Democrat, New Haven 
corporation counsel, who favored popular elec- 
tion of the commissioners. 

Calvin Sutherlin, representing the CIO and 
Labor’s Non-Partisan League, was among 
those advocating popular election of state 
commissioners, charging that the present board 
does not represent the public and “works hand 
in glove” with the utilities. 

Measures to bar utility companies from 
selling appliances, in addition to opposition 
from representatives of the companies, also 
were opposed by master plumbers and repre- 
sentatives of several companies who said the 
advertising by the utility companies aided sales 
of others. 


Rate Reduction Announced 


HE United Illuminating Company, serving 
New Haven, Milford, Bridgeport, and 
surrounding towns, will give its customers a 
40 per cent reduction on their May bills, the 
state public utilities commission announced on 
March 4th. The estimated total savings to con- 
sumers will be $376,000. 
The commission announced also that the firm 
had filed a new rate scale applicable to 56 in- 
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dustrial consumers which would be effective 
as of February Ist and result in annual savings 
to this group of customers of $25,000. 

The reduction in the May bills will be similar 
to a reduction given its customers by the Hart- 
ford Electric Light Company last October. 
R. C. Schneider, secretary of the commission, 
said the bill rebate for one month would be in 
lieu of a rate reduction, which the company 
opposed because of uncertainty of conditions 


which might affect its business in the future. 

Both the May rebate and the industrial rate 
reduction by United were the result of volun- 
tary negotiations between the commission and 
officials of the company. Similar negotiation in 
the past four years resulted in rate adjust- 
ments in 1937, 1938, and 1940. These adjust- 
ments resulted in savings to domestic custo- 
mers of about $510,000 yearly and to industrial 
customers of about $190,000. 


District of Columbia 


Nominates Commissioner 


RESIDENT Roosevelt recently nominated 

Gregory Hankin, a native of Russia who 
came to this country at the age of thirteen, 
to fill the unexpired term of Richmond B. 
Keech on the District of Columbia Public 
Utilities Commission. Mr. Hankin came to 
Washington in 1920 to teach philosophy and 
mathematics at George Washington University, 


after graduating from the City College of 
New York and from the Harvard Law School, © 

In 1924 he became a special assistant to the | 
Attorney General, was later with the Bureau © 
of Internal Revenue, then in private practice, © 
and since 1937 has served as special counsel 
for the Federal Power Commission. 

There is another vacancy on the commission 7 
owing to the death last month of Riley E, 7 
Elgen, chairman of the commission. : 


Indiana 


Gas Utility Sold 


Purcuase of the Richmond gas plant from 
the Indiana Gas Utilities Company was 
completed on March 5th at Indianapolis with 
the transfer of the deed to the newly formed 
Richmond Gas Corporation. The state public 
service commission recently approved the pur- 
chase for $550,000. 

Officers of the plant under its new manage- 
ment include: Ralph H. Beaton, head of a gas 
company at Kokomo, president; Anton Hul- 


man, Jr., Terre Haute, manufacturer, vice 
president; and R. W. Reller, Richmond, attor- 
ney, secretary. The new manager will be Elmer 
E. Lindburg. 

The company was said to be negotiating for 
a contract with a firm supplying natural gas 
from Texas, Kansas, and Oklahoma fields to 
Indiana companies and companies in Detroit, 
and Columbus, Ohio. These plans, however, 
would have to be submitted to Richmond's 
common council and to the state commission 
for approval. 


Kentucky 


New Power Bill 


ARLY enactment by the 1942 general assem- 
E bly of legislation to enable Kentucky 
municipalities to contract for Tennessee Valley 
Authority power seemed assured recently with 
the announcement by Governor Keen Johnson 
that his administration would codperate in 
drafting the legislation and with a promise by 
Lieutenant Governor Rodes K. Myers that he 
would aid in passage of the legislation. 

State Representative Henry Ward of Pa- 
ducah, after a conference with the governor, 
said the governor had told him the state public 
service commission had been instructed to ob- 
tain all possible information as a basis for pre- 
paring a bill. Ward also quoted Johnson as 
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saying the state had an obligation to study 
the problem and seek its solution. 

Ward also stated that John Kirtley, state 
public service commission chairman, told him 
that after the information had been gathered, 
the commission planned to ask for conferences 
with officials of the TVA, of Kentucky cities, 
and with other interested persons. 

Ward was sponsor at the 1940 legislative ses- 
sion of an act to give Kentucky cities the right 
to contract for TVA power. It was defeated 
in the house. 


Liable for Utility Tax 


"Ptipeiecra so building homes, commercial 
structures, and highways are liable for 
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the state 3 per cent tax on electricity and gas 
used, Assistant Attorney General Lewis said 
recently. The exemption given manufacturers 
does not apply to these contractors. 


Dam Plan Endorsed 


A= requesting that the next state gen- 
eral assembly endorse and approve con- 


struction of a $10,000,000 hydroelectric power 
plant at the Jews Harp dam on Barren river, 
near Holland, Allen county, was endorsed re- 
cently by Allen Circuit Court. 

The court’s action, on a motion by Magis- 
trate Walter M. Lambert, came on a proposal 
by State Representative Charles M. Carter, 
who said it would require three years to build 
the plant. 


Maryland 


Emergency Rate Decreases 


Bigg Sherbow, people’s counsel, last month 
sent a bill providing for emergency de- 
creases of public utility rates to Thomas E. 
Conlon, speaker of the house of delegates. In 
a letter to Mr. Conlon, Mr. Sherbow explained 
that “up until now the law only allows public 
utilities to obtain emergency increases. Ob- 
viously, such a situation should not be allowed 
to continue as it provided only for the protec- 
tion of the public utilities in time of emer- 


gency with no similar protection to the pub- 
ic.’ 


Mr. Sherbow said his bill “follows the Vir- 
ginia and Illinois statutes which have been up- 
held by the courts. If adopted by our state, 
our public service commission may grant an 
emergency decrease in rates after a public 
hearing.” 

Mr. Sherbow said he had appeared before 
the house committee on corporations with re- 
gard to such a bill and at the committee’s sug- 
gestion he was asked to draft it. 


M ichigan 


Gas Hearing Postponed 


HE March 3rd scheduled hearing on the 
B goto of the city of Detroit and the 
county of Wayne against the order increasing 
house-heating rates of the Michigan Consoli- 
dated Gas Company was postponed until April 
21st by the state public service commission at 
the request of James H. Lee, Detroit assistant 
corporation counsel, and William E. Dowling, 
Wayne county prosecutor. 

The Detroiters pointed out that they had 
requested the Federal Power Commission for 
an investigation of “gate rates” and expressed 
the belief nothing further should be done in 
the state case until it is known when the Fed- 
eral body will be able to make a determination. 


The commission ordered the new rates, 
which increase house-heating charges in the 
metropolitan area by $500,000 a year, to be- 
come effective January 4th. On petition of the 
city and county, the effective date was set back 
to May Ist. The representatives of Detroit and 
Wayne county are now asking that the effec- 
tive date be further postponed until August Ist. 
Park Chamberlain, attorney for the gas com- 
pany, protested on the ground that such a de- 
ferment would cost the gas company from 
$75,000 to $100,000. 

The commission took no action on the re- 
quest for further postponement, but indicated 
that the request probably would be granted if 
it is found the Federal commission will not 
be able to act by May Ist. 


New York 


Rate Reduction Approved 


HE state public service commission on 
T March 4th approved a $1,200,000 annual 
reduction in electric rates of the ‘New York 
State Electric & Gas Corporation. At the same 
time the company announced a $2,500,000 to 
$3,000,000 “change-over” program, transfer- 
ring the 25- and 40- cycle frequency service to 
60-cycle service in various districts. 
The company told the commission it was 


gradually changing its 25-cycle service in the 
Oneonta and Auburn districts and its western 
division over to 60-cycle service. 

Meanwhile, the commission announced dis- 
continuance of a previous rate case against the 
company, and ordered it to file a statement of 
the 1941 work program in changing over to 
60-cycle service. 

The corporation serves Binghamton, Brew- 
ster, Chatham, Elmira, Geneva, Granville, 
Hornell, Ithaca, and nine other communities. 
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North Carolina 


Utility Board Approved 


EORGANIZATION of the utilities commission 

to substitute a 3-man body appointed by 
the governor for the present single elected 
commissioner received unanimous approval of 
the joint legislative committee on public utili- 
ties recently and was passed by the senate with- 
out debate on March Sth. 

Commissioner Stanley Winborne, elected to 
office, told the committee that Governor 
Broughton approved the bill and had told him 
“he had always thought this commission ought 
to be appointed.” The bill gives Winborne a 
6-year term as chairman of the new commis- 
sion at his present salary of $6,600 a year. 

The two appointed commissioners would get 
$6,000 a year and the first appointees would 
serve 2- and 4-year terms, respectively, after 
which the chairman and each commissioner 
would serve 6-year terms. 


House Kills Power Project 


H IGH Point’s newest effort to clear the way 
for erection of a PWA-financed hydro- 
electric power plant met death on March 12th 
at the hands of house judiciary committee No. 
2, of which Representative Rupert Pickens of 
High Point, Guilford. county, is chairman. 
The city sought a new law to relieve it from 
having to get a certificate of convenience and 


necessity for its project first envisioned some 
six years ago. 

The committee considered the measure in a 
2-hour executive session, then voted 10 to 8 to 
report it unfavorably. It would take a two- 
thirds vote of the house members to put the 
bill on the favorable calendar for debate and 
action. 

The High Point project, which called for the 
erection of a $6,500,000 hydroelectric plant, 
had been before every session of the state 
general assembly since and including the 1935 
session, and has been in the courts almost 
continuously since that time. 

The defeated measure was designed to meet 
a ruling of the North Carolina Supreme Court 
on January 31st that High Point must secure 
a certificate of convenience and necessity. This 
requirement, proponents of the project have 
contended, would permit the Duke Power 
Company, which has fought the project, to 
prolong litigation indefinitely. 

The Federal government has already ad- 
vanced one million dollars for the project 
which was well under way when halted by the 
courts. 

The special hearing on March 12th was 
originally scheduled for the thirteenth but the 
committee in secret session moved the date up 
the one day in order for a fair chance of the 
bill passing—if favorably approved—before 
adjournment of the general assembly. 


* 
Ohio 


Refund Tentatively Settled 


ENTATIVE settlement of the 15-year-old im- 
pounded money case was recently agreed 
upon by the Columbus city council and the 
Ohio Fuel Gas Company with the $1,939,202 
being divided between consumers and the 
utility. Approximately $1,400,000 would go to 
consumers of the 1925-27 period and the com- 
any would receive $439,202. A balance of 
100,000 would be used for court costs and to 


meet the rate refund distribution expenses. 

Average refund to consumers of gas during 
the 1925-27 period would be about $20. This 
was the figure the council expected the com- 
pany to submit. 

The settlement affected only the impounded 
money case in the court of Federal Judge Mell 
G. Underwood. For several years it has been 
in the hands of Gail Butt, special master. The 
money was impounded as the result of a 1924 
rate ordinance. 


@ 
Oklahoma 


Motor Carrier Regulation 


BILL introduced in the state house of repre- 
A sentatives just before the recess would 
provide the “means for proper regulation of 
the motor carrier industry in Oklahoma,” Re- 
ford Bond, chairman of the state corporation 
commission, said recently. Describing the pres- 
ent laws as antiquated, Bond said representa- 
tives of the commission, of the railroads, and 
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of the motor carriers had described the meas- 
ure as “model legislation.” 

“Present laws do not provide for adequate 
enforcement,” Bond said, commenting that the 
present motor carrier law was enacted in 1923, 
when the industry was in its infancy. He 
claimed that under present statutes, only those 
operators who voluntarily place themselves 
under jurisdiction of the corporation commis- 
sion are subject to regulation, explaining that 
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enforcement is left to county attorneys and the 
highway patrol. 

The bill would create a staff of six inspectors 
to act as enforcement officers, Bond said, “and 
would make every truck or bus operated for 
hire subject to regulations, insuring blanket 
protection to the public and preventing dis- 
criminatory charges.” 

To finance the proposed law, the bill sets up 
annual fees of $10 for each motor bus, and 
$5 each for trucks, truck-tractors, trailers, and 
semitrailers, which would be in addition to 
other fees required. 

The bill would apply only to contract and 
common carriers. Bond listed one of the aims 
of the bill as the breaking down of trade bar- 
riers which exist “in the form of conflicting 
state motor carrier regulations and those 
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of the Interstate Commerce Commission.” 


Governor Reopens Feud 


Pp peccnatee Leon C. Phillips on March Ist 
reopened his old state’s rights feud with 
the government—this time over the $56,000,000 
Red River dam on the Texas-Oklahoma bor- 
der. He ordered U. S. Army Engineers at the 
dam site to stay off state lands in the area 
pending arrangements to compensate the state 
for “losses we will suffer.” 

Governor Phillips, who also fought the gov- 
ernment over the $22,000,000 Grand River dam 
project in northeastern Oklahoma, arrived un- 
heralded and went directly to the Engineers’ 
office a quarter of a mile from the dam site, 
and delivered his ultimatum. 


Oregon 


Tax Called Blow 


EPRESENTATIVES of public power systems 

wand private utilities operating outside 
Multnomah county appeared at a hearing called 
by the state house taxation and revenue com- 
mittee recently in opposition to a bill to levy a 
12 per cent tax on the sale of electric energy. 
The committee subsequently voted to pass out 
favorably an amended bill which would levy 
a 12 per cent tax against electricity retailed by 
public systems. 

Opponents of the bill at the hearing charged 
that it would benefit the big Portland com- 
panies, Portland Generali Electric and North- 
western Electric, at the expense of public sys- 
tems and smaller, upstate privately owned 
power companies. The proposed bill, a substi- 
tute for a measure introduced by Senator 
Ronald Jones, Republican, Marion, and Repre- 


sentative Angus Gibson, Republican, Lane, 
would levy a 12 per cent tax on retail electric 
energy, to be paid by the seller. 

The tax would be in lieu of ad valorem 
taxes assessed on property used in the genera- 
tion and distribution of electricity. Companies 
would be required to reduce their rates to con- 
sumers in proportion to the benefit, if any, re- 
sulting from the changed tax status. 

Officials of Mountain States Power Com- 
pany declared that their tax rate would be 
raised as much as 50 per cent. Other witnesses 
said PGE and Northwestern would be able to 
reduce their rates to be in a better position to 
forestall public ownership inspired by Bonne- 
ville if the proposed bill were approved. 

As amended, privately owned power com- 
panies would continue to pay ad valorem taxes, 
but public agencies not on the real property tax 
roll would pay the 12 per cent levy. 


South Carolina 


Utility Property Purchase 


T was recently rumored that an agreement 

had been reached under which the South 
Carolina Public Service Authority (Santee- 
Cooper) would purchase the properties in 
South Carolina owned by the defunct Associ- 
ated Gas and Electric Company of New York 
city. 

These properties were said to be those of the 
South Carolina Electric & Gas Company, Co- 
lumbia, and the Lexington Water Power Com- 
pany, which owns the Lake Murray hydro- 
— development, 16 miles north of Colum- 

ia. : 

There were reported to be legislative barriers 
at present that could prevent consummation of 
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the agreement, but sponsors were hopeful they 
could be removed, 

The negotiations have been carried on in 
behalf of the authority by Governor Burnet 
R. Maybank, and representing the properties 
have been Willard Thorp and Denis J. Driscoll, 
of New York, receivers for the large utility 
holdings of the AG&E, now in receivership. 

The negotiations for the purchase of these 
properties started in 1939, shortly after Mr. 
Maybank was inaugurated as governor. It 
was understood the price to be paid would be 
around $41,000,000, and that the funds would 
be obtained from the Reconstruction Finance 
Corporation. 

The agreement, it was said, may run into 
legal or other barriers. 


MAR. 27, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


Texas 


REA Projects Get Power 


8 pene of the Brazos River Conservation 
and Reclamation District last month 
voted to supply power at cost to 15 rural elec- 
trification projects within a 100-mile radius of 
the Possum Kingdom dam site, according to 
Lewis Mims, president of the board of direc- 
tors. 


G. A. Tunnell, Stephenville, project superin- 
tendent of the Erath County Electric Codp- 
erative Association, announced that the 15 
REA co6peratives within a 100-mile radius of 
the dam site would incorporate immediately to 
carry out plans for power distribution. 

Offers to buy the entire output of the dam 
by the Texas Electric Service Company were 
rejected by the directors, according to Tunnell. 


Utah 


Supports Power Program 


ECOGNIZING that Utah’s future rests in the 
ae se of cheaper power and in the 
utilization of the waters that rightfully belong 
to the commonwealth, Governor Herbert B. 
Maw recently pledged the state to spare no 
effort to accomplish the objective. 

Governor Maw promised his fullest support 
and codperation to the officers and directors 
of the Colorado River-Great Basin Water 
Users’ Association at a meeting in the state 
capitol. Ora Bundy of Ogden, president, and 
Leland H. Kimball of Salt Lake City, engineer 
manager, explained the group’s accomplish- 
ments and some of their problems, after which 
the governor addressed the group. 

The association's efforts have thwarted what 
might have been Utah’s loss forever of its 
potential rights and interests in the waters of 
the Colorado, Mr. Bundy told the governor. 
“Most certainly our efforts resulted in transfer 


of an additional $1,000,000 to the further in- 
vestigation and development of the upper 
basin states,” he added. The president reported 
that the association had filed on 1,000,000 acre- 
feet of water and upon every power site which 
might be developed under the present project. 
Development of thousands of fertile acres west 
of the Wasatch range awaits the fruition of 
the association’s program, Mr. Bundy noted. 

Governor Maw said such a program could 
only be accomplished with cheap power. “We 
know that we will never be able to get private 
industry to come here until we can give them 
power on a basis that will be comparable with 
the surrounding states. As far as I am con- 
cerned, I promise you that I will codperate 
100 per cent.” 

The governor sounded a warning that Utah 
must act immediately to stop the inroads that 
California and the Pacific Northwest have 
made in luring new industries through the 
magnet of cheap power. 


Washington 


PUD Takes Plant 


LL technicalities in the way of continued 
A operation by the Cowlitz County Public 
Utility District of the Longview power plant 
had been removed as the result of the recent 
failure of the Washington Gas & Electric 
Company to appeal a Federal court action 
which turned the properties over to the district. 

The Federal award was made November 26, 
1940, and the 3-month limit for the appeal 
ended on February 26th with none being filed, 
it was reported from Tacoma. 

The PUD has been operating the plant since 
a Federal jury in Tacoma held in November 
that the private firm should accept $6,293,- 
377.76 for the purchase of its properties by 
the public district. The district subsequentiy 
deposited this amount with the clerk of the 
United States District Court in Tacoma. 

The effect of the company’s failure to ap- 
peal, as it had announced it would previously, 
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was to clear the way for the sale of the re- 
maining $600,000 of the $6,600,000 in bonds 
which the PUD issued to finance the condem- 
nation and purchase of the properties. 


Power Plant Voted Down 


FTER a spirited campaign, in which figured 
A accusations of political activity by utili- 
ties on the basis of FPC reports, as well as 
pro-public ownership speeches from officials 
of the Bonneville Administration, the voters of 
Spokane on March 11th turned down a pro- 
posal to acquire the local distribution facilities 
of the Washington Water Power Company, by 
a margin of more than 3 to 2. Out of a total 
of 43,888 votes cast, 26,609 were against and 
17,279 were in favor of the proposition. 

Immediate reaction to the result in some 
quarters was that the voters had_ rebelled 
against “attempted dictation from Washing- 
ton; D.C.” 
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The Latest 
Utility Rulings 


FPC Exclusive Accounting 


Control Upheld 


HE United States Court of Appeals 

for the seventh circuit, in a recent 
opinion by District Judge Lindley, ruled 
that the FPC had authority to order the 
Northern States Power Company to 
write out of its accounts items of claimed 
capital investment which the FPC found 
to be fictitious. The company did not 
contest the validity of the FPC’s finding 
as to original cost on certain Wisconsin 
construction (disallowing claims aggre- 
gating $208,526.72), but did contest the 
refusal of the FPC to allow charging 
such items to surplus. The court stated 
in part: 

There is no express statutory mandate 
requiring a licensee to make its books con- 
form to the commission’s determination of 
actual legitimate original cost. But . . . if 
the commission is intelligently to exercise its 
extensive regulatory and supervisory power, 
it must have been intended that it shall have 
power to do everything essential to the ex- 
ecution of its clearly granted powers and 


7 


the achievement of the purposes of the legis- 
lation. . .. It is only reasonable that, in order 
properly to perform its duties, the commis- 
sion may establish uniform accounting and 
direct elimination of items found, not to con- 
stitute real assets... . It is likewise urged 
that to enforce the portion of the order com- 
plained of is to infringe upon the jurisdic- 
tion of the public utility commission of the 
state ... but, as the commission itself com- 
mented, the order is in no wise binding upon 
the Wisconsin commission; nor the act of 
the latter binding upon the former. The 
system of accounting prescribed by the com- 
mission does not preclude accounting regu- 
lation by the state body. The act plainly in- 
dicates the contrary. . . . Each commission 
is empowered to act within its own field. 
Petitioner insists further that the order in- 
vades the field of management. . . . It merely 
carries to completion the statutory duty of 
finding of cost of construction by directing 
petitioner to enter upon its books the deter- 
mined cost. 


Northern States Power Co. v. Federal 
Power Commission. (February 28, 
1940.) 


Sale of Power to Interstate Company Creates FPC 
Jurisdiction 


Fy ay company, although 
physically confined to intrastate 
operations with respect to its own facili- 
ties, was nevertheless found to be sub- 
ject to regulation by the Federal Power 
Commission, because the power it sold 
was found to be resold by the purchaser 
in interstate commerce. Such is the rul- 
ing of the Federal Power Commission 
with respect to the Hartford Electric 
Light Company, which generates elec- 
tric energy in Connecticut and sells 
power at wholesale to the Connecticut 
Power Company. The Hartford Com- 
pany does not even operate ordinary 
transmission facilities, but makes deliv- 
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ery at the bushings on the walls of its 
generating plant. The Connecticut Com- 
pany, on the other hand, belongs to a 
pool in which Connecticut and Massa- 
chusetts electric company members ex- 
change power. As a result of such ex- 
change, unquestionably, part of the 
power purchased from Hartford found 
its way into Massachusetts markets, al- 
though evidence failed to indicate the 
exact proportions. 

The case arose when the Hartford 
Company declined to comply with ac- 
counting orders of the FPC, which are 
applicable to every company owning or 
operating facilities “subject to the juris- 
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diction of the commission.” The FPC 
report stated in part: 


The transmission of electric energy from 
Hartford’s generators to the Massachusetts 
members of the exchange is direct and al- 
most instantaneous. Among the facilities 
owned and operated by Hartford ... are the 
facilities from the connections on its gener- 
ators to the bushings on the wall of its steam 
generating plant. In this transmission the 
voltage of the guiding system is changed, by 
means of transformers in the Connecticut 
Power Company’s substation, and the con- 
duction current is correspondingly changed, 
but this does not change the fact that the 
facilities owned and operated by Hartford 
are used in the transmission and sale of 
electric energy between Hartford and the 
Massachusetts members of the exchange. 
... The record clearly shows that part of the 
electric energy which the Hartford sells is 
ultimately consumed in Massachusetts. .. . 
There is no interruption in the transporta- 
tion or transmission of the electric energy, 
and the tranformers are an integral part of 
the system by means of which the energy 
sold by Hartford is transmitted to and re- 
sold for consumption in Massachusetts. .. . 
Upon the facts found herein, we are of the 
opinion .. . that electric and other facilities 
owned and operated by Hartford are used in 
the transmission and sale of this energy... . 
Clearly, the facilities in question are not used 
for local distribution, nor are the facilities 
between the generators and the bushings on 
the wall of the steam generating plant used 
for generating electric energy .... 

These physical facilities (just referred to) 


are only some, but by no means all, of the 
facilities used in the sale of electric energy. 
The entire corporate organization of Hart- 
ford, its contracts, its books of account, its 
instrumentalities for billing and collecting, 
as well as its electric facilities, are used in 
the sale of electric energy in interstate com- 
MOTE . s&s 
It is noteworthy that § 201(b) of the 
Federal Power Act gives the FPC juris- 
diction over all facilities used in the 
transmission or sale of electric energy 
in interstate commerce but not “over 
facilities used for generation of electric 
energy ... in local distribution or... in 
intrastate commerce.” The commission 
said that this section did not exempt 
generating facilities, because the exemp- 
tion was limited by the words “except as 
specifically provided.” And since § 207 
empowers the FPC to make orders for 
the improvement of service, the commis- 
sion took the view that it was authorized 
to “require that adequate interstate serv- 
ice be rendered.” Therefore, the commis- 
sion said, “this authorizes us to require 
that electric energy be generated. We 
may thus exercise regulatory control 
over generation facilities, however, sub- 
ject to the limitation in that section that 
we may not require the enlargement of 
such facilities.” Re Hartford Flectric 
Light Co. (Docket No. IT-5560). 


e 


Production of Evidence by Employees of 
Commission 


gerne commissions are not 
courts, but they are sometimes 
called quasi judicial tribunals. They are 
administrative bodies, but the courts 
hold that the essentials of a fair hearing 
must be observed. These underlying 
principles frequently precipitate a con- 
troversy as to the participation of the 
commission in a proceeding before it. 
Such was the case in a recent Wisconsin 
proceeding to determine the acquisition 
price to be paid by a city for an electric 
plant. 

The engineering staff of the commis- 
sion made an inventory and valuation of 
the property, and commission counsel 
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participated in the introduction of evi- 
dence. Objection was made by counsel 
for the public utility company on the 
ground that “the commission should be 
and remain in position so that it can act 
and decide impartially between the city 
and the company.” 

This objection, the commission held, 
was not properly taken. The statutes di- 
rect the commission to determine just 
compensation to be paid for property ac- 
quired by a city, and, said the commis- 
sion, nowhere do the statutes undertake 
to direct the commission in the manner 
of determination of the just compensa- 
tion. It was said: 
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THE LATEST UTILITY RULINGS 


If the commission deems it advisable to 
have its engineering department appraise the 
roperty as one of the measures by which 
it shall determine the just compensation, it 
surely may make use of its staff facilities 
for that purpose. 


Moreover, it was pointed out that the 
statute contemplated such use of the en- 
gineering staff, as it was provided that 
expenses incurred by the commission in 
making any appraisal or investigation 
should be charged directly to the munici- 
pality making the application. The com- 
mission concluded : 


To contend ... that we cannot put in evi- 


dence in the proceeding before us, the facts 
revealed by our own investigation is tanta- 
mount to a contention that we have no right 
to consider the results of such investigation. 


The acquisition price was fixed upon 
a consideration of all the evidence, in- 
cluding estimates of reproduction cost 
and of going value. Commissioner Nolan, 
in a dissenting opinion, criticized accrued 
depreciation estimates, reproduction cost 
evidence, and the intangible element of 
going value. He discussed going value 
and good will at some length. City of 
Edgerton v. Wisconsin Power & Light 
Co. (2-U-599). 


= 


Restoration of Pavement upon Track 
Abandonment 


A application for approval of the 
abandonment of street railway 
service was granted by the Pennsylvania 
commission subject to the condition that 
the pavement be restored to a proper con- 
dition. It was said: 

Applicant proposes to leave the rails and 
ties located in paved streets in place until 
public authorities repave the streets, at 
which time the applicant proposes, at its own 
cost and expense, to remove its rails and ties 
and repave the track area. In the absence 
of any franchise agreement to the contrary, 


a street railway company is under a com- 
mon law duty to remove the rails and repave 
the highway upon abandonment of its tracks. 
West Penn Railways Co. v. Public Utility 
Commission (Pa Super Ct 1940) 36 PUR 
(NS) 116, 15 A(2d) 539. Since there is no 
evidence of any franchise under which ap- 
Lent operated which relieves it of its com- 
mon law duty, we shall require applicant to 
fulfill its obligations by removing the rails 
and repaving the disturbed area. 


Re Philadelphia Transportation Co. 
(Application Docket No. 59864). 


e 


Claimant against Holding Company Not Permitted 
To Intervene in SEC Proceedings 


fein for intervention in pro- 

ceedings before the Securities and 
Exchange Commission relating to prop- 
erty transfers of a holding company sys- 
tem have been denied on the general 
ground that it is not within the province 
of the Securities and Exchange Commis- 
sion to determine the merits of claims 
enforceable in court. 

The Penn-Ken Gas and Oil Corpora- 
tion and Duke-Whitney Gas and Oil 
Corporation sought to intervene in such 
a case because they claimed title to cer- 
tain lands and properties, title to which 
was also claimed by Warfield Natural 
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Gas Company, a member of the system. 
It was alleged that this company was 
indebted to them in an action for tres- 
pass and for the value of gas taken and 
produced. There is now pending an ac- 
tion filed by these companies claiming 
damages, and the companies asserted 
that they possessed or represented a 
legitimate interest which was or might 
be inadequately represented in the pro- 
ceeding before the commission and that 
their participation would be in the public 
interest and for the protection of inves- 
tors. 

The applicants stated that their pur- 
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pose for seeking to intervene was to pre- 
vent the dissolution of the Warfield Nat- 
ural Gas Company and a transfer of its 
assets pending determination of the ac- 
tion at law. The commission viewed this 
as an attempt to seek a temporary in- 
junction in aid of their suit. Denial of the 
application, said the commission, would 
in no way prejudice or jeopardize their 
rights in the event that they should be 
entitled to a remedy either at law or in 
equity. The commission also said: 






. . while the litigation now _pending be- 
fore the United States District Court in Ken- 
tucky may subsequently be found material 
in applying the standards of the Holding 
Company Act of 1935 to the proposed trans- 
action, the commission is fully apprised of 
the existence of such litigation and no pur- 
pose would be served by considering evi- 
dence in support of, or in opposition to, the 
merits of such litigation. 


Re Columbia Gas & Electric Corp. et 
al. (File Nos. 43-272, 46-192, Release 
No. 2574). 


e 


Penalties Not Part of ‘‘Excess Sums’’ to 
Be Refunded in Rate Case 


HERE a telephone company col- 

lected higher rates than those al- 
lowed by the commission during litiga- 
tion to review the rate order, it was not 
required to refund penalties, under a de- 
cree requiring it to refund to subscribers 
the difference, with interest, between the 
amounts charged and the amounts al- 
lowed by the commission. The Minne- 
sota Supreme Court, in making this rul- 
ing, said that under both the old rates 
and the new rates a discount of 50 cents 
was allowed for prompt payment. The 
judgment made no provision for refund- 
ing penalties collected. Furthermore, 
said the court: 


It does not appear that the claim now 
made was presented to or considered by the 
trial court in the original proceedings, nor 
did these appellants in their complaint plead 
that their failure to pay within the prescribed 
discount period was occasioned by the fact 
that they were billed at the old rate, or that 
they would have paid within the period if 
they had been billed at the new lower rate. 
The discount provision was authorized in 
both the old and the new schedules. 

Neither the judgment nor the supple- 
mental decree requires the repayment of 
these items. It is clear that it was not in- 


e 


tended that defendant be required to pay 
interest on the excess payments and to re- 
fund the penalties. The excess has been re- 
funded with interest, and, that is all that is 
required. 


Equally untenable, in the opinion of 
the court, was the argument that sub- 
scribers were entitled to offset the over- 
payments against subsequently accruing 
telephone bills during the period of liti- 
gation. Aside from the impracticability 
of the plan, there were said to be well- 
recognized legal principles barring a re- 
covery of the discount items sought. The 
order and bond staying operation of the 
new rate schedule required the company 
to keep intact the amount of the differ- 
ence between the charge authorized by 
the old schedule and that authorized by 
the new one, and provided for a refund 
with interest. The imposition of the legal 
rate of interest, it was said, was in lieu 
of all other damages. At no time until 
the litigation was terminated did a sub- 
scriber have a matured credit against the 
company which could be used as a set-off. 
State v. Tri-State Telephone & Tele- 
graph Co. 295 NW 511. 


Discretionary Power of Commission As to 
Establishing Municipal Plant 


VILLAGE, under § 196.49(1) of the 
Wisconsin statutes, must secure a 
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certificate from the commission as a con- 
dition precedent to engaging in the busi- 
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ness Of a public water utility. The 
Wisconsin commission has ruled that the 
kgislature in inserting this provision, by 
Chapters 183 and 475, Laws of 1931, in- 
tended that the commission should exer- 


A cise its judgment on the question of pub- 


lie convenience and necessity. Otherwise, 
said the commission, the enactment was 
without apparent purpose and idle. The 


J commission said in part. 


i 


No specific standard is fixed by § 196.49 
(1), Statutes, governing the issuance of such 
a certificate as is here requested. However, 
we are of the opinion that it may be reason- 
ably inferred that the legislature intended 
the commission in granting or refusing such 
a certificate to exercise its judgment as to 
whether the proposed construction and op- 
eration of a public utility is for the best 
interests of the municipality and its inhabi- 
tants or is required by public convenience 
and necessity. 


Dissenting from the majority view, 
Commissioner Nixon expressed the 
opinion that the commission had ex- 
ceeded its powers in denying a certifi- 
cate. The village had legal power to 
transact business as a public water utility 
under other sections of the Wisconsin 
statutes. He said that if the statute in 


question were construed to mean that the 
commission had been granted legisla- 
tive power to veto the right of the village 
to construct such a utility, it was invalid 
as constituting an unlawful delegation 
of legislative powers since it failed to 
provide even the remotest vestige of any 
such guide or standard by which this 
far-reaching power could be exercised. 
He believed that the commission was to 
exercise only a ministerial function. 

The majority of the commission, in 
denying authority, said that the record 
was not convincing that public con- 
venience and necessity or the best inter- 
ests of the village and its inhabitants re- 
quired such construction. The vote at a 
referendum, it was said, did not indicate 
an overwhelming demand for the serv- 
ice, nor had it been shown that the post- 
ponement of the installation until the 
village was in a better financial condition 
would result in any serious impairment 
of public health or the public interest. 
Commissioner Nixon also disagreed on 
these questions. He said that what the 
local taxes shall be is purely a matter for 
the voters to decide. Re Village of Web- 
ster (CA-1568). 


e 


Partnership Agreement Held to Be Device 
To Evade Jurisdiction 


eh owner of a truck used for trans- 
portation of miners to and from 


Vtheir homes and a mine was held by the 


cre ah ion at AS asta aR 


Pennsylvania commission to be operat- 
ing a motor carrier service unlawfully 
without a certificate from the commis- 
sion, notwithstanding the existence of a 
so-called “partnership agreement” be- 
tween him and the persons transported. 

The commission not only held that this 
was a device to evade the jurisdiction of 
the commission, but also pointed out that 
the law relating to exemption of codp- 
erative associations under the Public 


W Utility Law is limited to associations 
/| transporting property and does not ex- 


tend or apply to transportation of per- 
|] sons. The commission described the op- 
erations as follows: 
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It was established that such service was 
being provided for thirty to thirty-three 
miners each day, and that payment of 10 
cents per day was made by each rider. 
Respondent alleged that all of the passengers 
were partners with him as owners and op- 
erators of the truck. It was further con- 
tended that the arrangement between Andy 
Kovach and his passengers was of a codp- 
erative, nonprofit nature. In support of this 
contention, respondent introduced a pur- 
ported agreement of partnership, covering 
use and operation of the truck. This agree- 
ment was signed by Andy Kovach and 
thirty-one other persons who regularly rode 
the truck. Six of these signers were called 
by the commission, for the purpose of in- 
quiring into the real nature of the agree- 
ment. Of these, only one testified that he 
understood, when signing, that he was en- 
tering into a partnership agreement. The 
others expressed their complete ignorance 
of the contents of the document signed by 
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them, or stated that they were led to be- 
lieve that they were signing a waiver of 
liability, in the event of injury suffered 
while passengers on the truck. These persons 
testified that they discontinued riding with 
respondent when advised of the true nature 
of the agreement by commission investiga- 


tors. As these and other persons stopped rid. 

ing the truck, their places were taken by new! 

riders, to the limit of its capacity. : 
Public Utility Commission v. Andyf 
Kovach & Co. (Complaint Docket No¥ 
13315). E 


e 


Other Important Rulings 


bes Iowa commission, in denying 
authority to operate a motor car- 
rier freight service on application by 
a railroad, ruled that railroads must 
obtain such certificates before en- 
gaging in highway transportation and 
that authority should be denied where 
the area is adequately served by 
an existing carrier. Re Minneapo- 
lis & St. Louis Railroad Co. et al. 
(Docket No. H-2857). 


The Wisconsin commission, in author- 
izing discontinuance of local trains, said 
that the profit or loss on a particular 
train is not of itself controlling on the 
question whether public convenience and 
necessity require maintenance of train 
service, but that revenues are evidence of 
such convenience and necessity by indi- 
cating the extent to which the public is 
availing itself of the service. Re Chicago 
& North Western Railway Co. (2-R- 
1183). 


The United States Supreme Court 
held that due process does not re- 
quire that the wisdom of the court be 
substituted for that of an administrative 
body. This principle was stated in a case 
relating to a petroleum proration order, 
in which it was also held that the ques- 
tion whether the order violated a state 
statute was one for the state courts and 
not for the Federal courts. Texas Rail- 
road Commission et al, v. Rowan & 
Nichols Oil Co. 


The circuit court of appeals, first cir- 
cuit, in upholding an order of the pub- 
lic service commission of Puerto Rico 


requiring the construction of a railroad) 
spur, held that the legislature of Puerto 
Rico could vest powers in the commission 
additional to those granted by Congress! 
in creating the commission, including the 
power to regulate the construction off 
spur tracks. Guayanilla v. Puerto Rico 
Public Service Commission et al. 1167 
F(2d) 15. 


The New York Supreme Court held? 
that a statutory prohibition against serv-) 
ice charges for gas did not constitute al 
prohibition against service charges for] 
electricity even though another section of 
the statute provided that this article of 
the statute should apply to gas and ele 
tric companies. Trinchere et al. v. United 
Electric Light & Power Co. et al. 24 NY@ 
Supp(2d) 681. 


2 


The California commission held that® 
the purchaser of a water system oper- 
ated since prior to the effective date of 
the Public Utilities Act need not obtain?) 
a certificate of convenience and necessity.) 
Re Associated Water Co. et al. (Decisiony 
No. 33818, Application No. 23906). © 


The Kansas City Court of Appeals off 
Missouri held that upon reversal of aj 
judgment setting aside a commission or-7) 
der, the appellants were not entitled toy 
have the cost of printing an abstract con-& 
taining the brief filed by the respondenty 
with the commission and a reply brief 
taxed as part of the costs, for the rea- 
son that the briefs were no part of the 
record. State ex rel. Shepherd et al. ve 
Public Service Commission et al. 14 
SW (2d) 169. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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RE ENGINEERS PUBLIC SERVICE CO. 


SECURITIES AND EXCHANGE COMMISSION 


Re Engineers Public Service Company et al. 


[File No. 70-173, Release No. 2535.] 


Intercorporate relations, § 19.8 — Holding companies — Scope of proceedings. 
1. It would be inappropriate for the Commission to express any opinion 
as to whether or not a registered holding company may retain certain sub- 
sidiary companies, in a proceeding wherein application and declarations are 
filed with respect to a series of transactions affecting the financial structure 
or existence of certain subsidiaries, p. 74. 


Consolidation, merger, and sale, § 24.1 — Effect on integration proceedings. 


2. Acquisition by a subsidiary company of securities of an associate com- 
pany, as a donation from the parent of both companies, was approved upon 
findings that the transaction was preliminary to the acquisition of the utility 
assets of the associate company; that the two companies were physically 
interconnected and operated in a single area or region; that the standards 
of § 10(c) (2) of the Holding Company Act, 15 USCA § 79j (c) (2) 
had been met; and that the merger itself would not adversely affect any 
action the Commission might take in an integration proceeding under § 11 
(b) (1) of the act, 15 USCA § 79k (b) (1), p. 74. 


Intercorporate relations, § 18.1 — Holding companies — Capital contribution — 
Income notes and stock. 
3. No adverse findings, under § 12 of the Holding Company Act, 15 USCA 
§ 791 and the rules promulgated thereunder, were made with respect to a 
capital contribution, by an intermediate holding company, of income notes 
and of common stock of a subsidiary company, as part of a plan for ac- 
quisition of the subsidiary by an affiliate company, p. 74. 


Security issues, § 80 — Compliance with Holding Company Act — Refunding — 
Excess proceeds. 

4. The issue and sale of new securities by a subsidiary of a holding company 
were held to qualify under § 7 of the Holding Company Act, 15 USCA 
§ 79g, where practically all of the new securities would be used solely for 
the purpose of refunding outstanding securities, so that they would qualify 
under the provision of Clause (A) of § 7(c) (2) of the Holding Com- 
pany Act, and some excess would go into the treasury of the company for 
general corporate purposes, so as to qualify under Clause (B) of § 7(c) 
(2) of the act as being for the purpose of financing the business of the 
declarant as a public utility company, p. 75. 


|) Security issues, § 100 — Ratio of debt to net property — Refunding. 

: 5. A declaration filed by a subsidiary public utility company with respect 
to securities issued for the purpose of refunding outstanding securities was 
ordered effective as a refunding issue in accordance with previous decisions 
of the Commission, although the Commission announced the future general 
policy that a refunding, where the issuer has a high ratio of debt to net 
property or where the security issue does not fully meet the standards of 


) (5) 65 37 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


§ 7(d) of the Holding Company Act, would not be permitted effectiveness 
merely because it is a refunding, and that such effectiveness would be per- 
mitted only where it appears that the circumstances are so unusual and 
extraordinary as to justify a departure from the general policy announced, 
it being the duty of applicants even in such cases to be prepared to have 
included in refunding operations measures definitely providing for a reduc- 
tion of the ratio of debt to net property and of debt to total capitalization 
to a reasonable level, p. 75. 


Depreciation, § 39 — Inadequate reserves — Proposals to offset — Security issues, 5 


6. A proposal of an intermediate holding company to contribute properties 
of a subsidiary to another subsidiary, a proposed adjustment of the de- © 
preciation reserves of the subsidiaries in carrying out a consolidation, an © 
increase in annual accruals for depreciation, and a proposed retirement of © 
serial notes of the subsidiary were held somewhat to offset the possible § 
inadequacy of depreciation reserves, so as to avoid an adverse finding under F 
§ 7(d) of the Holding Company Act with respect to the issuance of se- 7 
curities, p. 78. 


Security issues, § 5 — Reacquisition — Holding Company Act. 


7. An application filed by a registered holding company, pursuant to § 12 | 
of the Holding Company Act, relating to the acquisition, for the purpose | 


of retirement, of its preferred stock to a specified amount in its treasury 7 


was approved upon a showing that adequate notice of such offer would be 
mailed to all preferred shareholders of record and upon a representation 
that the top holding company would tender such shares owned by it at 
average cost, p. 79. 


Security issues, § 100 — Debt ratio — Capitalization and surplus — Plant account. 


Discussion of proper ratios of debt to total capitalization and surplus and 
of bonded debt to depreciated utility plant account in connection with se- 
curity issues under the standards of § 7(d) of the Holding Company Act, 
with particular attention to the question whether there should be a differen- 
tiation between “refunding” and “new money” financing, p. 75. 
Depreciation, § 28 — Retirement method — Abandoned or useless property. 

Discussion of the retirement method of providing for the charging off of 
abandoned, or worn out or useless, property and of depreciation account- 
ing, in relation to adequacy of reserves of subsidiary holding company is- 
suing securities under Holding Company Act, p. 76. 


Security issues, § 100 — Debt ratios — Policy of Securities and Exchange Com- 
mission. 
Statement of policy of Securities and Exchange Commission on refunding 
issues under § 7 of the Public Utility Holding Company Act, with special 
reference to the question of debt ratios to depreciated utility plant account 
and to total capitalization and surplus, when securities are for refunding 
purposes under § 7(d) of the act, p. 80. 


Security issues, § 99 — Capitalization ratios — Tables. 
Table furnished by Securities and Exchange Commission showing, as of 
December 31, 1939, capitalization ratios of various operating utility com- 
panies all or part of whose common stocks are publicly owned p. 89. 


[December 28, 1940.] 
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a and declarations relating to acquisition of utility 
assets by a subsidiary of a registered holding company and 
the issuance of securities; applications granted and declarations 
permitted to become effective subject to terms and conditions. 


APPEARANCES: Harlow B. Lester, 
Maurice C. Kaplan and Jerome M. 
Alper, of the Public Utilities Division 
of the Commission; William E. Tuck- 
er, of Mudge, Stern, Williams & Tuck- 
er, for the applicants and declarants. 


By the Commission: The above- 
named companies, by applications and 
declarations filed herein under the Pub- 
lic Utility Holding Company Act of 
1935, have proposed a series of trans- 
actions affecting the financial struc- 
ture or existence of certain subsidia- 
ries of Engineers Public Service Com- 
pany, a registered holding company. 
Engineers Public Service Company 
owns, among other things, 70.9 per 
cent of the voting securities of El 
Paso Electric Company (a Delaware 
corporation) which is in turn a regis- 
tered holding company owning 100 
per cent of the common stock and cer- 
tain notes of three operating subsid- 
iary companies, El Paso Electric Com- 
pany (a Texas corporation), Mesilla 
Valley Electric Company (a New 
Mexico corporation) and El Paso and 
Juarez Traction Company (a Texas 
corporation). 

El Paso (Texas) and Mesilla are 
electric utility companies serving a 
small area bordering on the Rio 
Grande river, including the city of El 
Paso, Texas, and extending into New 
Mexico. El Paso (Texas) is also en- 


¥ 


gaged in the street railway and bus 
transportation business and owns the 
American half of two international 
bridges across the Rio Grande river at 
El Paso. Juarez owns the Mexican 
half of said two bridges and traction 
facilities in the city of Juarez, Mex- 
ico. Juarez simply holds title to trac- 
tion facilities in Juarez, Mexico, and 
does not conduct any traction opera- 
tions, such operations being conducted 
by El Paso (Texas) under contract 
with Juarez. In the original applica- 
tions and declarations filed the fol- 
lowing transactions were contemplat- 
ed: 

(1) The acquisition of the assets 
and liabilities of Mesilla by El Paso 
(Texas) in connection with which 
outstanding notes of Mesilla were to 
be canceled by El Paso (Delaware), 
the owner thereof, and El Paso (Tex- 
as) was to pay El Paso (Delaware) 
$848,691.60 in cash for the common 
stock of Mesilla. Thereafter Mesilla 
was to be dissolved and completely 
liquidated. 

(2) The issuance by El Paso 
(Texas) of $6,500,000 of its first 
mortgage bonds, series A, 34 per cent, 
due 1970; 24,000 shares of $5 pre- 
ferred stock; and $1,000,000 princi- 
pal amount of serial notes, 24-23 per 
cent, and the redemption of its out- 
standing 5 per cent bonds and $6 pre- 
ferred stock. 





1 Hereafter iri this opinion, the statute in 
question will be referred to as the “Holding 
Company Act” or the “Act,” the top holding 
company as “Engineers,” the intermediate 
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holding company as “El Paso (Delaware),” 
and its three subsidiaries as “El Paso 
(Texas),” “Mesilla” and “Juarez,” respec- 
tively. 
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(3) The dissolution of El Paso 
(Delaware), the redemption of its 
preferred stock at $100 per share, and 
the distribution of its remaining as- 
sets, including 100 per cent of com- 
mon stocks of El Paso (Texas) and 
Juarez, to its common shareholders of 
which Engineers Public Service Com- 
pany is the principal one. 

After appropriate notice a hearing 
for the taking of evidence was ordered 
by the Commission and held before a 
trial examiner. Thereafter briefs 
were exchanged and filed and oral ar- 
gument was heard before the Com- 
mission itself. At this argument coun- 
sel for the Public Utilities Division 
made objection to certain aspects of 
the transactions. 

On December 20, 1940, while the 


matter was under advisement, the ap- 


plicants and declarants filed Amend- 
ment No. 9 in which they made sub- 
stantial changes in the proposals. 
Amendment No. 10 was filed on De- 
cember 27, 1940. The proposals com- 
prising the amended plan may be sum- 
marized as follows: 


(1) El Paso (Delaware) will do- 
nate the common stock of Mesilla to 
El Paso (Texas), instead of receiving 
$848,691.60 in cash therefor. 

(2) After the merger of Mesilla 
into El Paso (Texas) the latter com- 
pany will issue $6,500,000 aggregate 
principal amount of its first mortgage 
bonds, series A, 34 per cent, due No- 
vember 1, 1970; a 2-24 per cent 7- 
year $1,000,000 note payable serial- 
ly; and 15,000 shares of $4.50 divi- 
dend preferred stock—no par. El 
Paso (Texas) will call for redemption 
its $8,000,000 outstanding 5 per cent 
37 PUR(NS) 


bonds and the outstanding 7,785 
shares of $6 preferred stock. 

(3) El Paso (Delaware) will not 
be liquidated but will call for tenders 
of its series A, 7 per cent preferred 
stock and its series B, 6 per cent pre- 
ferred stock, which it will accept to 
the extent that purchases can be made 
out of $1,150,000 now in its treas- 
ury.* 

It is noted that the principal changes 
proposed in the revised plan are the 
donation of the Mesilla stock by El 
Paso (Delaware), rather than the pur- 
chase by El Paso (Texas) of said 
stock for $848,691.60 cash provided 
through the sale of additional pre- 
ferred stock, the elimination of the 
former proposal to dissolve El Paso 
(Delaware), and a reduction of the 
amount of preferred stock to be issued 
and the dividend rate thereon. 

We have reéxamined and reconsid- 
ered the whole record in this case with 
particular reference to Amendments 
No. 9 and No. 10 and are of the 
opinion that the applications should be 
granted and the declarations should be 
permitted to become effective. 


Amended Plan of Action 


A. Acquisition of Mesilla by El Paso 
(Texas) 

The outstanding securities of Mesil- 
la, all of which are owned by El Paso 
(Delaware) consist of $795,000 prin- 
cipal amount of income notes and 3,- 
000 shares of common capital stock 
without par value. Under the pro- 
posal as amended, the acquisition by 
El Paso (Texas) of the interest of EI 
Paso (Delaware) in Mesilla involves 





2Engineers will tender its series A stock 
at $114.10, stated to be the average cost per 
share to it. 
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the following steps: (a) that El Paso 
(Delaware) shall surrender to Mesilla 
all but $8,000 principal amount of 
income notes for cancellation as a con- 
tribution to Mesilla’s capital; (b) that 
El Paso (Delaware) shall transfer to 
El Paso (Texas) as a contribution to 
the latter company’s capital the 3,000 
shares of capital stock of Mesilla; 
(c) that El Paso (Texas) shall vote 
such stock so as to authorize the liqui- 
dation and dissolution of Mesilla; (d) 
as a first step in liquidation Mesil- 
la shall pay off in cash the remaining 
$8,000 principal amount of income 
notes; and (e) as a final step in liqui- 
dation Mesilla shall transfer all of its 
remaining property and assets to El 
Paso (Texas) against surrender of 
3,000 shares of capital stock and in 
consideration of an agreement on the 
part of El Paso (Texas) to assume all 
of Mesilla’s remaining _ liabilities, 
amounting to $44,847, and expenses 
of liquidation, estimated to be in a 
nominal amount. 


B. Refinancing of El Paso (Texas) 

The presently outstanding securities 
of El Paso (Texas) consist of $8,- 
000,000 principal amount of 5 per cent 
first mortgage bonds due 1950, calla- 
ble at 102 and accrued interest, all of 
which are publicly held; 7,785 shares 
of $6 dividend nonvoting preferred 
stock without par value, callable at 110 
and accrued dividends, nearly all of 
which are publicly held ; 150,000 shares 
of common stock without par value, 
all of which are held by El Paso (Dela- 
ware). 

It is proposed that the outstanding 
bonds and preferred stock be redeemed 
and that the company issue and sell 
$6,500,000 principal amount of first 


mortgage bonds, series A, 34 per cent, 
due 1970; a 2-24 per cent serial note 
in the principal amount of $1,000,000, 
maturing semiannually over the pe- 
riod of 1941-1947, and 15,000 shares 
of $4.50 dividend series preferred 
stock. 

The new bonds and preferred stock 
will be sold to the public through un- 
derwriters, under an _ underwriting 
contract between El Paso (Texas) and 
a syndicate headed by Stone & Web- 
ster and Blodget, Inc. The price of 
the new bonds will be 106 to the public 
and 1044 to the syndicate ; that of the 
new preferred stock will be 105 to the 
public and 1024 to the syndicate. The 
serial note will be sold privately to a 
corporation, named “The President 
and Directors of the Manhattan Com- 
pany” at its face value. 

The bonds of series A are to be 
secured by an indenture of mortgage 
as of November 1, 1940, entered into 
between El Paso (Texas) and State 
Street Trust Company and Dana M. 
Dutch as trustees. By the terms of 
the mortgage the bonds may be re- 
deemed as follows: 109 per cent to 
and including October 31, 1944; 108 
per cent on November 1, 1944, and 
thereafter to and including October 31, 
1948; 107 per cent on November 1, 
1948, and thereafter to and including 
October 31, 1952; 106 per cent on No- 
vember 1, 1952, and thereafter to and 
including October 31, 1955; 105 per 
cent on November 1, 1955, and there- 
after to and including October 31, 
1958; 104 per cent on November 1, 
1958, and thereafter to and including 
October 31, 1961; 103 per cent on 
November 1, 1961, and thereafter to 
and including October 31, 1964; 102 
per cent on November 1, 1964, and 
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thereafter to and including October 31, 
1966; 101 per cent on November 1, 
1966, and thereafter to and including 
October 31, 1968; 1003 per cent on 
November 1, 1968, and thereafter to 
and including October 31, 1969; 100 
per cent on November 1, 1969, and 
thereafter to maturity. 

A sinking fund is also provided for 
to the extent that the company will de- 
posit semiannually on June Ist and 
December Ist of each year beginning 
June 1, 1948, an amount in cash equal 
to ? of 1 per cent of the total princi- 
pal amount of the then outstanding 
bonds of series A. By the terms of 
the mortgage El Paso (Texas) cove- 
nants that it will annually expend for 
maintenance and accrue to deprecia- 
tion reserves not less than 15 per cent 
of gross revenues. Also it is provided 
that any amounts allocated therefor 
but not actually used for maintenance 
and replacements shall be deposited 
with the trustee, and that no addi- 
tional bonds may be issued against de- 
preciation moneys or against new prop- 
erty constructed or purchased with de- 
preciation moneys. 

The charter of El Paso (Texas) 
will be amended so as to give the pre- 
ferred stock the following rights: 

(1) The preferred stock does not 
carry the right to vote except in event 
of default in the payment of divi- 
dends on such stock. In the event that 
accrued but unpaid dividends equal 
four full quarterly dividends, the pre- 
ferred shareholders voting as a class 
shall be entitled to elect two directors. 
In the event accrued but unpaid divi- 
dends equal twelve full quarterly divi- 
dends, the preferred stock voting as a 
class shall be entitled to elect a major- 
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ity of the members of the board of : 
directors. The right of the preferred 


stock to vote in each of the above situ- 
ations shall continue until all divi- 
dends in default on the preferred stock 


shall have been paid. The preferred 7 
stock is redeemable at $109 per share 7 
and accrued dividends. The preferred 
stock provisions of the charter also 7 
contain other protective features, such 7 
as voting power in the event of a | 
merger and limitations on the creation 77 


of unsecured indebtedness. 


vi With the exception of divi- : 
dends payable in common stock and 


retirements of such stock effected out 
of the proceeds of junior stock financ- 
ing, no dividend or other payments to 
holders of common stock can be made 
except out of net income (as defined 
in the charter) accumulated subse- 
quent to December 31, 1939, after fur- 
ther deductions from net income at 
the rate of $140,000 annually (being 
the amount of the annual maturities 
on the bank loan) beginning in 1941 
until such deductions shall aggregate 
$1,000,000. 

(3) The following corporate action 
cannot be taken if less than a majority 
of outstanding shares of preferred 
stock is voted affirmatively or one- 
third or more of such shares is voted 
negatively : 

(a) creation, authorization, or is- 
suance of any class of stock having 
priority over the preferred stock as to 
dividends or assets, or of any class of 
securities convertible into stock having 
such priority ; 

(b) any change in the provisions of 
the charter relating to the preferred 
stock or of any series thereof which 
would prejudicially change the terms 
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and provisions of such stock (but if 
less than all series are affected, then 
only the affected series can vote) ; and 

(c) creation, authorization, or is- 
suance of additional shares of any 
series of preferred stock, or of any 
stock on a parity with the preferred 
stock (herein called parity stock) if, 
after issuance thereof, (i) capital rep- 
resented by junior stock (plus surplus 
to the extent that distribution thereof 
to holders of junior stock is prohibit- 
ed while additional shares are out- 
standing) will be less than the invol- 
untary liquidation price of all pre- 
ferred stock outstanding and all par- 
ity stock, and (ii) during a period of 
twelve consecutive months within the 
immediately preceding fifteen calendar 
months, net earnings of the company 
available for dividends are less than 
24 times the annual dividend require- 
ments on all preferred stock and all 
parity stock and prior stock and the 
balance of earnings of the company 
available (after taxes and deprecia- 
tion) for interest, amortization, and 
dividends is less than 14 times the to- 
tal of annual interest requirements 
and annual dividend requirements on 
all preferred stock and all parity stock 
and prior stock. 


(4) The following corporate action 
is prohibited unless authorized by a 
plurality vote of a majority of holders 
of preferred stock : 


(a) issuance or assumption of unse- 
cured securities, except to refund out- 
standing debt securities or redeem or 
retire preferred stock, if after such is- 
suance or assumption the unsecured 
securities issued or assumed will ex- 
ceed 10 per cent of the total of the 
company’s secured debt and its capital 


and surplus (but any securities specifi- 
cally approved by vote of the pre- 
ferred stock are not to be considered in 
determining whether the above limita- 
tion has been or will be exceeded) ; and 

(b) the statutory merger or con- 
solidation of the company with or into 
any other corporation or a sale of all 
or substantially all of the assets of the 
company, unless the merger, consolida- 
tion, or sale, or the issuance or as- 
sumption of all securities to be issued 
or assumed in connection therewith, 
has been ordered, approved, or per- 
mitted by the Securities and Exchange 
Commission under the Public Utility 
Holding Company Act of 1935, or 
successor authority, after specific ap- 
plication or other formal presentation. 

With respect to the serial note, it is 
provided that it shall be payable $70,- 
000 on each June Ist and December 
Ist of each calendar year from 1941 to 
1946 and June 1, 1947, and $90,000 
on November 1, 1947. The indenture 
provides that, so long as any of the 
bonds of series A remain outstanding, 
El Paso (Texas) will not (a) declare 
or pay any dividend or make any other 
distribution to the holders of its com- 
mon stock (other than a dividend pay- 
able in common stock of the company) 
or (b) purchase or acquire or other- 
wise retire for a consideration (other- 
wise than from the proceeds of new 
stock financing) any share of its capi- 
tal stock of any class, if (i) the aggre- 
gate amount so paid after December 
31, 1939, plus (ii) the principal 
amount theretofore maturing in ac- 
cordance with the terms of the serial 
bank note of the company being is- 
sued at this time would exceed in the 
aggregate the aggregate of the net in- 
come of the company available for 
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dividends on its common stock accu- 
mulated after December 31, 1939. 
The following tabulation shows the 


various classes of securities to total 
capitalization (including surplus) as 
of August 31, 1940 (except as other- 


ratios, actual and pro forma, of the wise noted): 


Et Paso Erectric Company (TEXAS) 


Capitalization and Surplus 

Per Cent 

of Total 
62.4 


Per Cent § 
of Total 7 
448 & 


Pro 
Forma 2 


$6,500,000 
1,000,000 


$7,500,000 


Actual 2 
$8,000,000 
Serial notes 


Total funded debt 


$8,000,000 62.4 


Preferred stock 
Common stock 
Premium on preferred stock 


6.0 
23.4 


$1,500,000 
3,848,6928 
33,750 


$768,704 
3,000,000 


8.2 


Total capitalization $12,819,314 100.0 


1 Per books as of August 31, 1940, before proposed financing. B 
2 Per books as of August 31, 1940, adjusted to reflect (a) merger of Mesilla, (b) results of © 
proposed financing, (c) results of normal operations for period August 31, 1940, to December © 
- rer and (d) estimated payment of interest and dividends in December of 1940 and January © 
of 1941. 
3 The $848,692 contributed capital was first put into capital surplus on the company’s books © 
and then immediately transferred to capital account. 


997,207 
$13,879,649 


Surplus 
100.0 


The $8,000,000 principal amount of 
bonds presently outstanding amount to 
67.6 per cent of the net plant account 
per books as at August 31, 1940, 
whereas the $7,500,000 principal 
amount of bonds and notes to be is- 


Net plant 
Net current assets 


Total of above 
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$11,828,612 


$12,542,830 


$8,000,000 


$12,542,830 


sued will amount to 59.4 per cent of 
the net plant on a pro forma basis. 
The following table indicates the secu- 
rity structure of El Paso (Texas) in 
relation to the net plant plus net cur- 
rent assets (per books) : 


Pro Forma 


$12,614,378 
1,130,011 


$13,744,389 

Per Cent of 

Net Plant 
and Net 
Current 
Assets 


63.8 


Actual 


714,218 


Per Cent of & 
Net Plant §© 
and Net 
Current 
Assets 


47.3 
7.3 


Amount 


$6,500,000 
1,000,000 


$7,500,000 


$1,500,000 
4,744,389 


$13,744,389 


Amount 
$8,000,000 


54.6 


10.9 
34.5 


100.0 


63.8 


6.1 
30.1 


100.0 


$768,704 
3,774,126 
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A statement follows showing actual 
gross income, fixed charges and pre- 
ferred dividend requirements of El 
Paso (Texas) alone for the twelve 
months ending August 31, 1940, be- 
fore the proposed financing, as com- 
pared with the pro forma gross income 
of El Paso (Texas) (including Mesil- 
la), for the same period, and fixed 
charges and preferred dividend re- 
quirements after the proposed financ- 


ing: 


Ext Paso Etectric Company (TExAs) 


Actual and Pro Forma Income Statement for 
the Twelve Months Ended August 31, 1940 


Actual ProForma 
Operating Revenue $3,064,541 $3,275,140 
Operating Expenses: 
Expenses 
Maintenance 
Depreciation 


$1,226,373 $1,302,635 
170,695 178,092 
370,048 400,936 
418,830 498,368 
$2,185,946 $2,380,031 
$878,595 $895,109 
16,226 22,628 


$894,821 $917,737 





Net Operating Income .. 
Nonoperating income 





Gross income 


Fixed Charges: 
Bond interest 
Other interest 
Amortization of debt 
discount and expense 


$400,000 
12,222 


37,199 
$449,421 
$445,400 

46,710 


$211,250 
26,267 


74,297 





Total Fixed Charges $311,814 
$605,923 


67,500 


Net Income 
Preferred share dividend 
requirements 





Balance of Net Income 
Available for Common 
$538,423 


Ratio of gross income to: 
Interest on first mortgage 
bonds 
Total interest requirement 
Total fixed charges .... 
Total fixed charges and 
preferred share divi- 
dend requirements ... 
Ratio of net income to pre- 
ferred share dividend re- 


quirements 8.98 


C. Call for Tenders of Outstanding 
Preferred Stock of El Paso 
(Delaware) 

The outstanding securities of El 
Paso (Delaware) consist of the pre- 
ferred and common stocks held as 
shown below: [At bottom of page.] 

El Paso (Delaware) proposes to 
call for tenders on both its 7 per cent 
and 6 per cent preferred stock, said 
tenders not to exceed the respective 
redemption prices ($115 and $110). 
Tenders at the lowest price will be ac- 
cepted first taking into consideration 
the difference in yield on the two 
classes of preferred stock. El Paso 
(Delaware) will expend funds from 
its treasury in the amount of $1,150,- 
000 for the purpose of purchasing 
such shares. 

Engineers Public Service Company 
will tender 3,377 shares of 7 per cent 
preferred stock of El Paso (Dela- 
ware), acceptable in whole or in part, 
at the average cost thereof to Engi- 
neers stated to be $114.10 per share. 

If tenders in the amount sufficient 
to exhaust $1,150,000 are not re- 
ceived, El Paso (Delaware) proposes 





Preferred stock, 7 per cent, series A, $100 par 
Preferred stock, 6 per cent, series B, $100 par 
Common stock, no par 


Total Amount 
Outstanding 
25,988 shs. 

176 shs. 
58,282 shs. 


Owned by 
Public Engineers 
22,611 shs. 3,377 shs. 
176 shs. None 
1,788 shs. 56,494 shs. 
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to purchase from time to time on the 
open market at current prices, but not 
in excess of the redemption price of 
each series, additional shares of pre- 
ferred stock sufficient to exhaust that 
sum. 


Findings and Conclusions 


A. Acquisition of Mesilla by El Paso 
(Texas) 

[1-3] One of the principal ques- 
tions presented by the proposals of 
applicants and declarants arises in re- 
spect to the acquisition of Mesilla’s se- 
curities and assets by El Paso (Tex- 
as), and arises under § 10(c) of the 
Act, 15 USCA § 79 j(c). Under this 
section we may not approve such ac- 
quisition (1) if it is “unlawful under 
the provisions of § 8 or detrimental to 
the carrying out of the provisions of 
§ 11” or (2) unless we find that “such 
acquisition will serve the public inter- 
est by tending towards the economical 
and efficient development of an inte- 
grated public utility system.” As to 
the provisions of § 8, 15 USCA § 79h, 
it appears from the opinions of coun- 
sel filed herein that no state laws pro- 
hibit such transactions. Further, no 
state Commission has informed us 
that such laws have not been complied 
with. 

With respect to the provisions of 
§ 11, 15 USCA § 79 k and the tenden- 
cy referred to above, we note that the 
two systems of El Paso and Mesilla 
are contiguous and are in fact inter- 
connected. Most of the power trans- 
mitted and distributed by Mesilla is 
purchased from El Paso (Texas). 
The electric properties of both compa- 
nies operate in parallel. No other elec- 
tric utility company operates in the 
same or adjacent territory. The oper- 
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ations of the companies are confined 
to a single area about 165 miles in 
length extending northerly to Arrey, 
New Mexico, and southeasterly to Mc- 
Nary, Texas, along the Rio Grande 
river. It is estimated that the admin- 
istrative expenses will be reduced by 


approximately $9,000 per year as a re- : 
sult of the elimination of Mesilla asa © 
This is | 


separate corporate entity. 
aside from the savings resulting from 
the proposed financing. However, it 
should be noted that Mesilla has an 
isolated station at Hillsboro, New 
Mexico, while El Paso (Texas) has 
similarly isolated stations at Sierra 
Blanca and Van Horn, Texas. Off- 
cers of the company testified that 
there was no intention of tying in 
these isolated properties with the main 
system. 

There is now pending a proceeding 
pursuant to § 11(b)(1) of the Act, 
supra, against Engineers Public Serv- 
ice Company and all of its subsidia- 
ries, including Mesilla, El Paso (Del- 
aware), El Paso (Texas), and 
Juarez. It would be inappropriate for 
us at this time to express any opin- 
ion as to whether or not Engineers 
Public Service Company may retain 
El] Paso (Delaware), Mesilla, El Paso 
(Texas), and Juarez. However, the 
merger of Mesilla and El Paso (Tex- 
as) will not of itself adversely affect 
any action we may take in the § 11(b) 
(1) proceeding. Accordingly, we do 
not find that the action in question 
will be detrimental to the carrying out 
of the provisions of § 11; and in view 
of the foregoing, we find that the ac- 
quisition of Mesilla’s securities and as- 
sets by El Paso (Texas) will of itself 
serve the public interest by tending 
toward the economical and efficient de- 
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velopment of an integrated public util- 
ity system. 

With respect to the capital contri- 
bution of income notes of Mesilla and 
of Mesilla’s common stock, we make 
no adverse findings under § 12, 15 
USCA § 79] and the rules promul- 
gated thereunder. 


B. Refinancing. of El Paso (Texas) 

[4, 5] Inasmuch as the issue and 
sale of new securities by El Paso 
(Texas) are governed by § 7, 15 
USCA § 79g, it is necessary to de- 
termine whether the new securities 
comply with the requirements of that 
section. Practically all of the proceeds 
of the new securities will be used sole- 
ly for the purpose of refunding out- 
standing securities of El Paso (Tex- 
as) so that they are qualified under 
the provision of Clause (A) of § 7 
(c) (2), supra. In so far as there may 
be some excess which will go into the 
treasury of El Paso (Texas) for gen- 
eral corporate purposes, such excess 
qualifies under Clause (B) of § 7(c) 
(2) as being for the purpose of financ- 
ing the business of the declarant as a 
public utility company. 

We are advised by a written opin- 
ion of counsel that no state Commis- 
sion has jurisdiction over the contem- 


plated financing. Moreover, no state 
Commission or state securities Com- 
mission has advised us that state laws 
have not been complied with; we, 
therefore, find that the provisions of 
§ 7(g) of the Act are met. 

We are, therefore, confronted with 
the question of whether or not we 
should make adverse findings with re- 
spect to the matters specified in § 7 
(d).3 

Although we make no adverse find- 
ings under § 7(d), we have had some 
concern in regard to three questions. 

1. We believe that the pro forma 
ratios of debt to total capitalization 
and surplus and of bonded debt to de- 
preciated utility plant account are not 
ideal. In urging disapproval of the 
program originally presented, counsel 
for the Public Utilities Division of the 
Commission argued that there was no 
valid statutory basis for the differen- 
tiation between “refunding” and “new 
money” financing made by the Com- 
mission in earlier opinions and that 
consequently the Commission should 
not relax the standards of § 7(d) in 
favor of refundings. Since the declar- 
ant may not inappropriately have relied 
upon our earlier opinions in formulat- 
ing the refinancing program presented 
to us at a time when the staff had not 





8 Section 7(d) reads as follows: 

“(d) If the requirements of subsections (c) 
and (g) are satisfied, the Commission shall 
permit a declaration regarding the issue or 
sale of a security to become effective unless the 
Commission finds that— 

“(1) the security is not reasonably adapted 
to the security structure of the declarant and 
other companies in the same holding company 
system ; 

“(2) the security is not reasonably adapted 
to the earning power of the declarant; 

“(3) financing by the issue and sale of the 
particular security is not necessary or appro- 
priate to the economical and efficient operation 


75 


of a business in which the applicant lawfully 
is engaged or has an interest; 

“(4) the fees, Commissions, or other re- 
muneration, to vyhomsoever paid, directly or 
indirectly, in connection with the issue, sale, 
or distribution of the security are not rea- 
sonable ; 

“(5) in the case of a security that is a 
guaranty of, or assumption of liability on, a 
security of another company, the circumstances 
are such as to constitute the making of such 
guaranty or the assumption of such liability an 
improper risk for the declarant; or 

“(6) the terms and conditions of the issue 
or sale of the security are detrimental to the 
public interest or the interest of investors or 
consumers.” 
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as yet publicly expressed such views, 
we shall not here undertake to decide 
that question.* However, in order that 
future applicants presenting declara- 
tions for refunding of outstanding 
senior securities may be fully fore- 
warned of the problem and be pre- 
pared to meet it we take this occasion 
to announce our future general policy 
as follows:* (A refunding of out- 
standing senior securities, where the 
issuer has a high ratio of debt to net 
property or where the security issue 
does not fully meet the standards of § 
7(d), will not be permitted effective- 
ness merely because it is a refund- 
ing. Such effectiveness will be per- 
mitted only where it appears that 
the circumstances are so unusual 


and extraordinary as to justify a 
departure from the general policy 
announced. Even in such cases 
the applicants should also be pre- 
pared to have included in their refund- 
ing operations measures definitely pro- 
viding for a reduction of the ratio of 
debt to net property and of debt to 
total capitalization to a reasonable lev- 
el.) 

We are attaching to this opinion an 
appendix in which we set forth at 
greater length our position in this re- 
gard. 

2. Prior to the calendar year 1939, 
both Mesilla and El Paso (Texas) 
followed the retirement method of pro- 
viding for the charging off of aban- 
doned or worn-out or useless proper- 





# We consider it preferable in the interest of 
justice and fair play not to overrule these prec- 
edents retrospectively. In so doing, we do 
not in any way concede that we are pre- 
cluded from giving retrospective effect to an 
overruling decision so far as pending matters 
are concerned, should the public interest or the 
interest of investors or consumers require it. 
Our policy in this regard has been correctly 
stated in Monograph No. 26 of the Attorney 
General’s Committee on Administrative Pro- 
cedure, pages 265-267: “The Commission has 
been keenly aware of the precedent power of 
its decisions, and has utilized and consistent- 
ly sought to apply the doctrine of stare decisis. 
Nevertheless, the Commission has occasionally, 
and properly reversed itself,” citing Chairman 
Frank’s address to the Association of the Bar 
of the city of New York, May 5, 1939. “And, 
it is to be noted, where the Commission in fact 
overrules prior decisions, it usually gives ample 
warning,” citing Re Virginia Pub. Service Co. 
(1939) 6 SEC 419. 

Mr. Justice Frankfurter, speaking for a ma- 
jority of the United States Supreme Court, re- 
cently said: “We recognize that stare decisis 
embodies an important social policy. It rep- 
resents an element of continuity in law, and is 
rooted in the psychologic need to satisfy rea- 
sonable expectations. But stare decisis is a 
principle of policy and not a mechanical formu- 
la of adherence to the latest decision. 

This Court . . . has from the beginning re- 
jected a doctrine of disability at self-correc- 
tion. . We cannot evade our Own respon- 
sibility for reconsidering, in the light of fur- 
ther experience, the validity of distinctions 
which this Court has itself created. —— 
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Surely we are not bound by reason or by the 
considerations which underlie stare decisis to 
persevere in distinctions taken in the applica- 
tion of a statute which, on further examina- 
tion, appear consonant neither with the pur- 
poses of the statute nor with this Court’s own 
conception of it.’ Helvering v. Hallock 
(1940) 309 US 106, 119, 84 L ed 604, 60 S Ct 
444, 125 ALR 1368. The United States 
Supreme Court has frequently refused to be 
bound by stare decisis. See e. g. Graves v. 
New York ex rel. O’Keefe (1939) 306 US 
466, 83 L ed 927, 59 S Ct 595, 120 ALR 1466; 
Erie R. Co. v. Tompkins (1938) 304 US 64, 
82 L ed 1188, 58 S Ct 817, 114 ALR 1487; 
cases collected by Brandeis, J., dissenting in 
Burnet v. Coronado Oil & Gas Co. (1932) 285 
US 393, 405, 407, 76 L ed 815, 52 S Ct 443. 
It is at best doubtful whether the rule of stare 
decisis has more than a limited application in 
the field of administrative law. See Note 
(1939) 16 NYULQ 618. 

5 Under the circumstances we suggest it is 
appropriate to apply those considerations “of 
convenience, of utility, and of the deepest 
sentiments of justice” which the late Mr. Jus- 
tice Cardozo regarded as the guiding factors 
for prospective overrulings in the courts. See 
Cardozo, The Nature of the Judicial Process 
(1932) 146-149. Cf. Wigmore, “The Judicial 
Function,” The Modern Legal Philosophy 
Series [X—Science of Legal Method (1917) 
pp. xxxvii and xxxviii; Great Northern R. 
Co. v. Sunburst Oil & Refining Co. (1932) 
287 US 358, 365, 366, 77 L ed 360, 53 S Ct 
145, 85 ALR 254; People v. Maughs (1906) 
149 Cal 253, 86 Pac 187; People v. Ryan 
(1907) 152 Cal 364, 92 Pac 853. 
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ties. This method was approved by 
many state regulatory Commissions 
until 1935 and by the Uniform Clas- 
sification of Accounts recommended 
by the National Association of Rail- 
road and Utilities Commissioners in 
1922. The classification approved by 
that association in 1922 recommended 
as follows: 


“251. Retirement Reserve. 

“To this account shall be credited 
such amounts as are charged to oper- 
ating expense account ‘Retirement Ex- 
pense,’ appropriated from surplus, or 
both, to cover the retirement loss rep- 
resented by the excess of the original 
cost, plus cost of dismantling, over 
the salvage value of fixed capital re- 
tired from service. When any fixed 
capital is retired from service, the 
original cost thereof (estimated if not 
known, and where estimated, the facts 
on which the estimate is based should 
be stated in the entry) should be cred- 
ited to the proper fixed capital account 
and charged, plus the cost of retire- 
ment, less salvage, to this account. If 
the credit balance in this account is 
insufficient to cover the retirement loss, 
the excess over the balance contained 
in the reserve should be charged to 
account No. 132, ‘Property Aban- 
doned,’ or other appropriate 
account. 

“The loss which this account is in- 
tended to cover are those incident to 
important retirements of buildings, of 
large sections of continuous struc- 
tures, like electric line, or of definitely 
identifiable units of plant or equip- 
ment, and the purpose of the account 
is that the burden of such losses may 
be as nearly as is practicable equalized 
from year to year, but with due regard 


for amount of earnings available for 
this purpose in each year. 

“Note A—When property is retired 
whose ledger value has been below 
original cost, only the remaining ledg- 
er value shall be written off as retire- 
ment loss. 

“Note B—When any property is re- 
tired whose ledger is greater than the 
known or estimated cost, such ex- 
cess shall be charged to profit and loss. 

“Note C—If any property is sold 
for more than its original cost, the 
excess of its selling price over the cost 
of the property plus the cost of dis- 
mantling and selling, shall be credited 
to this account. 

“Note D—If the accounting com- 
pany has, previous to the effective date 
of this uniform classification of ac- 
counts, maintained a reserve under 
some other title, such as “Deprecia- 
tion Reserve,” for the purpose of 
equalizing retirement losses, the bal- 
ance in such reserve, as at the effective 
date of this classification, shall be 
transferred to this account.” 

Depreciation is now the subject of 
an extensive study being conducted by 
a committee of the National Associa- 
tion of Railroad and Utilities Com- 
missioners, which is receiving the co- 
Operation of the Bureau of Internal 
Revenue, the Federal Power Commis- 
sion, the Interstate Commerce Com- 
mission, the utility companies, and this 
Commission. 

Prior to January 1, 1939, a study 
was made by the management with a 
view to ascertaining the future an- 
nual accruals for depreciation. These 
figures were based on a composite life 
of depreciable property of 29.8 years 
in the case of El Paso (Texas), and 
a somewhat shorter life in the case of 
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Mesilla. They were also based on the 
assumption of a rate of growth of 7.6 
per cent per year over the entire com- 
posite life cycle, although during the 
past ten years the rate of growth has 
been about 2 per cent. 

As a result of this study it was pro- 
posed that commencing January 1, 
1939, and thereafter, annual accruals 
for depreciation reserve should be 24 
per cent of electrical plant in the case 
of El Paso (Texas) and 33 per cent 
in the case of Mesilla. It was admit- 
ted by an officer of the companies in 
his testimony that if the present aver- 
age rate of growth should decrease ac- 
cruals to depreciation would have to 
be increased. 

The same witness stated that if the 
companies carried back the new for- 
mula over a period of twenty or 
twenty-five years or over the en- 
tire composite service life of 29.8 


years, the depreciation reserve would 
be about 22 per cent of depreci- 
able property, or 20 per cent of 
total property in the case of El 
Paso (Texas). In the case of Mesilla 
the witness expressed the opinion that 
upon the same assumption the depre- 


ciation reserve for that company 
would be 14 or 15 per cent. 

Both El Paso (Texas) and Mesilla 
have claimed more for depreciation 
for Federal income tax purposes than 
they have accrued to their retirement 
and depreciation reserves. 

As of August 31, 1940, deprecia- 
tion reserve of Mesilla amounted to 
$109,376 or 10.53 per cent of its to- 
tal property. Prior to its acquisition, 
Mesilla proposes to transfer its earned 
surplus in the amount of $55,234 to 
depreciation reserve, increasing the lat- 
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ter to $164,610 or 15.83 per cent of 
its total property. 

As of August 31, 1940, El Paso 
(Texas) depreciation reserve amount- 
ed to $1,258,992 or 9.62 per cent of 
its total property. On a pro forma 
basis the aggregate depreciation re- 
serves of El Paso (Texas) and of 
Mesilla after the above adjustment will 
amount to $1,423,602 or 10.08 per 
cent of total property. This is to be 
adjusted, however, by transferring El 
Paso (Texas) electric plant adjust- 
ment account in the amount of $88,- 
308 to the depreciation reserve, result- 
ing in a pro forma depreciation re- 
serve in the amount of $1,511,910 or 
10.70 per cent of the total property. 

[6] The argument of counsel for 
the Public Utilities Division that the 
depreciation reserve may be inade- 
quate and that, for the purpose of con- 
sidering the proposed securities under 
§ 7(d), we should ascertain the ade- 
quacy of the reserve and compute the 
pro forma capitalization and net prop- 
erty ratios accordingly is impressive. 
We believe, however, that the proposal 
of El Paso (Delaware) to contribute 
the Mesilla properties to El Paso 
(Texas), the proposed adjustment of 
the depreciation reserves of El Paso 
(Texas) and Mesilla in carrying out 
the consolidation, the increase which 
the company has been making since 
January, 1939, in annual accruals for 
depreciation, and the proposed retire- 
ment of the serial notes of El Paso 
(Texas) somewhat tend to offset the 
possible inadequacy of the reserve. 
Whereas an adjustment for inadequate 
depreciation reserve would worsen the 
capitalization and property ratios, the 
above proposals of the companies tend 
to improve them. In addition, we rec- 
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ognize that heretofore the argument 
on depreciation had not been sharply 
presented. In view of these circum- 


stances, we do not make an adverse 
finding in this regard under § 7(d). 
However, companies in the future 
should be prepared to present their 
cases having in mind that the ques- 
tion of adequacy of the depreciation 
reserve may be raised and decided.® 


In concluding not to make an ad- 
verse finding under § 7(d) in this 
case, we are influenced by the fact 
that the intermediate holding company 
will increase its equity investment in 
El Paso (Texas) through contribu- 
tion of the property now owned by 
Mesilla. 

3. As has been heretofore pointed 
out, El Paso (Texas) owns rights-of- 
way, franchises, tracks, a car barn and 
garage, street cars, and busses in the 
city of El Paso, Texas. Its sister 
company, Juarez, owns tracks, rights- 
of-way and franchises in the city of 
Juarez, Mexico, but it does not itself 
conduct any operations. Under con- 
tract between the two companies El 
Paso (Texas) conducts the actual op- 
erations, including the furnishing of 
street cars. 

Without setting out all of the facts 
in the record pertaining to this mat- 
ter, we state our conclusion that the 
costs of operating the Texas company 
are inequitably allocated as between 
utility plant and transportation prop- 
erty with the result that the electrical 





6 Our judgment of the adequacy of the de- 
preciation reserve for the purpose of deter- 
mining whether the requirements of § 7(d) 
have been met would not mean, of course, that 
the reserve must be correspondingly adjusted 
on the company’s books or that it would be 
controlling -or would necessarily have any 
effect in rate determinations. This Commis- 
sion has no power to determine rates. 


consumers are in effect subsidizing the 
transportation activities. Substantial- 
ly the same question may be raised as 
to the joint operations with Juarez 
properties. Officers of the companies 
have agreed to adjust these matters. 
Our order herein will contain a condi- 
tion (which, however, will not be a 
condition precedent to the other trans- 
actions involved herein) to the effect 
that within ninety days from the date 
hereof El Paso (Texas) and Juarez 
shall submit to this Commission a plan 
for fair and equitable allocation of 
costs as to these matters. 


C. The Call for Tenders by El Paso 
(Delaware) 

[7] We have examined the pro- 
posed method of calling for tenders to- 
gether with the letters and other docu- 
ments to be sent to holders of the $7 
and $6 preferred stocks of El Paso 
(Delaware) and we make no adverse 
findings with respect to them under 


§ 12(c) of the Act, 15 USCA § 791 

(c). 

D. Continued Applicability of Section 
11(b) 

Nothing herein contained shall be 
construed to impair our powers and 
duties under § 11(b) of the Act, 15 
USCA § 79k(b) with respect to En- 
gineers Public Service Company and 


its subsidiaries, El Paso (Delaware), 
El Paso (Texas) and Juarez. 


Conclusion 


In the light of all the foregoing find- 
ings and conclusions in connection 
with the various applications and dec- 
larations filed pursuant to §§ 7, 10, 
and 12 of the Act and applicable rules 
promulgated thereunder, we are of the 
opinion that the said applications 
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should be granted and said declara- 
tions permitted to become effective 
forthwith, subject, however, to the 
following terms and conditions: 

1. That the transactions herein shall 
be carried out in the manner and upon 
the terms prescribed by said applica- 
tions and declarations as amended. 

2. That within ten days after the 
consummation of the various transac- 
tions, applicants and declarants file a 
certificate of notification. 

3. That when all expenses incurred 
in connection with the issue and sale 
of the securities and the preparation 
and prosecution of the applications 
concerned with the present transac- 
tions shall be actually paid, the appli- 
cants and declarants shall file a detailed 
statement of such expenses showing 
the names of persons or entities to 
whom such payments were made, the 
amounts of such payments, the ac- 


counts charged, and a detailed descrip- 
tion of the services rendered for which 
such payments were made. 

4. That within ninety days from 
the date hereof, El Paso (Texas) and 
Juarez shall submit to this Commis- 
sion a plan of fair and equitable re- 


allocation of costs as between the 
transportation operations and electri- 
cal operations of said companies, the 
Commission reserving jurisdiction to 
review said plan. This condition shall 
not be considered a condition precedent 
to the consummation of the other 
transactions. 


By the Commission. (Chairman 
Frank and Commissioners Healy, Ei- 
cher, Henderson, and Pike.) 


Appendix 


Policy of the Commission on Refund- 
ing Issues under § 7 of the Public 
Utility Holding Company Act 

As has been stated in our opinion 
in Re El Paso Electric Co. File No. 
70-173, the Commission in permit- 
ting the declarations under § 7 of the 
Holding Company Act to become ef- 
fective has given some weight to the 
fact that they are refunding issues, 
despite the fact that the pro forma 
ratios of long-term debt (a) to the 
depreciated utility plant account and 
(b) to total capitalization and sur- 
plus, are not conservative.! Several 
opinions of the Commission and of 





1 We recognize the difficulties of defining an 
ideal capital structure for a utility. The 
following, however, are some opinions by ex- 
perts on what they consider to be ideal ratios 
of (1) debt to total capitalization, (2) funded 
debt to properly depreciated property account, 
and (3) debt and preferred stock to net assets 
of a utility. Of course the Commission does 
not necessarily concur in these opinions. 

(1) Ratio of debt to total capitalization: 
John W. Stedman, vice president of the Pru- 
dential Life Insurance Company, in testifying 
before the T.N.E.C. in 1940 set forth a 45 per 
cent ratio. 12 T.N.E.C. Verbatim Record 125 
(February 27, 1940). An examination of the 
capital structures of 34 of the largest private 
electric utilities in England revealed that the 
average ratio of debt to total capitalization was 
only 29 per cent. Fergus J. McDiarmid, How 
the British Finance Their Public Utilities 
(1939) 24 Public Utilities Fortnightly, 675. 
676. In discussing railroad finance, William 


37 PUR(NS) 


Z. Ripley stated that “the principle seems 
well established that the bonds of a railroad 
ought not normally to exceed 40 per cent of its 
entire capitalization.” Ripley, Railroads 
(1920) 120. 

(2) Ratio of funded debt to properly de- 
preciated property account: A. M. Massie, 
vice president of the New York Trust Com- 
pany, said on April 18, 1940, that “from a 
study of many companies, if, on the basis of 
present book values, the debt exceeds 50 per 
cent of the present book values, I would not 
consider it a very conservative capitalization. 

I would take the position that a debt 
structure equal to 50 per cent of the original 
cost value would be high enough. Preferably, 
I would rather see a debt structure not ex- 
ceeding 35 to 40 per cent of original cost val- 
ues.” 21 Savings Bank Journal (May, 1940) 
34. Webb Wilson of Smith Barney & Co. 
concurred in the latter statement. Ibid. Com- 
missioner Healy stated in his paper on “Fi- 
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individual Commissioners have in the 
past stated that our policy was to ap- 
ply the standards of § 7(d) less strict- 
ly to refunding issues than to issues 
for new money.* While such state- 
ments have been largely predicated on 
special circumstances appearing in the 
cases wherein the statements were 
made,® it is apparent that reliance has 
been placed upon them as authority for 
the general proposition stated. In 
view of these precedents we think it 
desirable to explain at greater length 
the reasons for the policy announced 
in our opinion. 

Any general policy of differentiat- 
ing between refunding and new money 
issues, in the application of the stand- 
ards of § 7(d), appears to us to be 
particularly vulnerable because the 
Holding Company Act does not pro- 
vide for such differentiation in treat- 
ment, and because there are several 
practical administrative considerations 
which seem to require that refunding 
issues should measure up to as strict 
standards as issues for new money. 

As to the first, some confusion of 


thought has arisen out of the terms of 
§ 7(c) which provides that we may 
not permit a declaration to become ef- 
fective unless it is in respect of a se- 
curity meeting one or more of the 
tests set up in clauses (1), (2), or (3) 
of such section. Clause (2) (A) 
thereof in effect sanctions any security 
which is to be issued or sold solely 
“for the purpose of refunding, extend- 
ing, exchanging, or discharging an 
outstanding security of the declarant. 

7 But the general tests of § 7 
(c) are, of course, merely a prelimi- 
nary hurdle to be overcome before 
any of the more specific tests of § 7 
(d) can be applied, for the latter tests 
are not to be applied at all and the 
declaration must be disapproved forth- 
with unless “the requirements of . . . 
[Section 7(c)] are satisfied.” There- 
fore, any attempt to inject the prelimi- 
nary tests of § 7(c) into a considera- 
tion of the more rigorous standards of 
§ 7(d) will result in a double applica- 
tion of § 7(c)—a result which in all 
likelihood was not intended by the 
Congress. This is not to say that the 





nancing the Utility Property Account” which 
appeared as an appendix to the 1940 Report of 
the Committee on Corporate Finance of the 
National Association of Railroad and Utilities 
Commissioners: “The truth of the matter is 
that were it not for the fact that we have 
become so accustomed to seeing a large part 
of the capital of a utility provided through 
debt securities, we would realize that even 50 
per cent is often open to doubt.” 

(3) Ratio of Debt and Preferred Stock to 
Net Assets: A. M. Massie stated that “Debt 
plus preferred should not exceed 75 per cent 
of Roman book value.” Loc. cit. p. 35. 

.: Re Republic Service Corp. 
ost "2 “SEC 44; Re Peoples Water & Gas 
Co. (1938) 3 SEC "430, 24 PUR(NS) 131; Re 
Public Service Co. of Colorado (1939) 5 SEC 
788; Re Consumers Power Co. (1939) 6 SEC 
444,33 PUR(NS) 321; Re Southwestern Gas 
& E. Co. (1940) 6 SEC 806. 

8 For example, in Re Republic Service Corp. 
supra, refunding bonds were being sold to 
three of the issuer’s common stockholders for 


[6] 


investment, and not to the general public 
(p. 45); in Re Peoples Water & Gas Co. su- 
pra, the declaration covered bonds that were 
issued to cure legal defects in the ce ae | 
issue (p. 434); in Re Public Service Co. of 
Colorado, supra, the earnings record of the 
issuer was so exceptional that a majority of 
the Commission felt justified in relaxing the 
standard with respect to capital structure; 
Commissioner Healy, in a dissenting opinion in 
the Public Service Company of Colorado Case, 
stated at p. 856: “Though under the Act 
the same standards are applicable to refunding 
issues as to new issues, I know that as a prac- 
tical matter the standards are often relaxed 
in favor of refunding.” In Re Consumers 
Power Co. and Re Southwestern Gas & E. Co. 
supra, substantial amounts of new common cap- 
ital were proposed to be simultaneously con- 
tributed by the holding companies. The con- 
tribution in the present case also has had some 
weight in influencing our decision, but it is 
questionable whether, in future cases, we 
should regard it as sufficient to support as 
high debt ratios as are present here. 
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provisions of § 7(d) are not flexible 
enough to permit the exercise of ad- 
ministrative policy in the event of un- 
usual circumstances. 

We were originally persuaded to 
make the distinction between refund- 
ing and new money issues,* on the as- 
sumption that any improvement of a 
bad financial structure is necessarily a 
step in the right direction, and that 
the issuer should be permitted to take 
steps in the right direction, even 
though his proposals stop short of the 
point where the resultant financial 
structure is consistent with sound fi- 
nance and the objectives of the Act. 
Most of the refunding issues which 
have come before the Commission have 
involved proposals to take advantage 
of declining interest rates and to sub- 
stitute low coupon bonds for those 
originally issued at a higher rate. In- 
terest savings have been substantial, 
and consequently there have been such 
improvements in the ratio of earnings 
to fixed charges as to present a better 
picture with respect to the new bonds 
being “reasonably adapted to the earn- 
ing power of the declarant.” In addi- 
tion, indentures have been modern- 
ized, possible conflicts of interest af- 
fecting indenture trustees have been 
eliminated, and similar improvements 
made in miscellaneous terms and con- 
ditions of the securities. Without at- 
tempting to minimize the extent of the 
improvements in the financial condi- 
tion of the issuer and the protection for 
investors which may have resulted, it 
is, nevertheless, the Commission’s con- 
clusion that it may have frequently 





4Chairman Frank in particular desires to 
confess his previous error in this regard em- 
bodied in his concurring opinion in the South- 
western Gas and Electric Company Case, 
supra, note 2. 
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fallen short of giving full effect to the 
intention of Congress, to the extent 
that it has permitted refundings with- 
out requiring them to fully measure 
up to the standards of § 7(d). 

The Act as a whole was clearly de- | 
signed to remedy existing situations | 
as well as to prevent future malad- | 
justments of a financial structure. As | 
Commissioner Healy pointed out in § 
his dissenting opinion in one case: | 

“On the subject of how these sec- § 
tions of the Act should be construed § 
Congress has erected guides or direc- | 
tions. They are found in § 1(b) of 
the Act. There it is stated ‘when such 
securities are issued upon the basis of Fj 
fictitious or unsound asset values hay- | 
ing no fair relation to the sums invest- 
ed in or the earning capacity of the | 
properties, and upon the basis of paper | 
profits from intercompany transac- [ 
tions’; ‘when such securities are is- 
sued by a subsidiary public utility 
company under circumstances which 
subject such company to the burden of 
supporting an overcapitalized struc- [ 
ture and tend to prevent voluntary rate E 
reductions’ ; when operating companies | 
‘enter into transactions in which evils 7 
result from an absence of arm’s length § 
bargaining’: ‘when control’ of such § 
companies ‘affects accounting practic- § 
es and rate and dividend poli- F 
cies’; ‘when control of such companies 
is exerted through disproportionately 7 
small investment’; ‘the holding com- 
pany becomes an agency which unless 
regulated is injurious to investors, § 
consumers, and the general public’; § 
and it is declared to be the policy of 
the Act, ‘in accordance with which 
policy all the provisions of (the Act) 
shall be interpreted, to meet the prob- | 
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lems and eliminate the evils’ so enum- 
erated.’”® 

Thus, where any of the enumerated 
evils appears in connection with a § 7 
declaration, the policy of the Act 
would seem to require its elimination 
whether the evil be new or old. 

This view is further borne out by 
the report of the Senate Committee on 
Interstate Commerce® which stated, 
after summarizing the provisions of 
§7(d): 

— These provisions are de- 
signed to give to the Commission con- 
tinuous supervision over the revamp- 
ing of holding company systems to 
meet the requirements of Title I look- 
ing toward the establishment of finan- 
cially sound and economically integrat- 
ed units and the avoidance of injury 
to investors and consumers.” 


A policy of applying the section so 


as to permit the perpetuation of un- 
sound capital structures would appear 
definitely to conflict with the legisla- 
tive intent. 


Aside from the statutory provisions, 
the wisdom of identical treatment of 
new money issues and refunding is- 
sues is indicated also from the prac- 
tical point of view. Where corporate 
debt is excessive and the refunding is 
accomplished through the sale of new 
long term obligations, the issuer per- 
petuates the two attendant major per- 
ils—the necessity of paying it off at 
some date in the future, and the neces- 
sity of meeting fixed charges in the 
meantime. 


The dangers of perpetuating a high 
proportion of debt are well illustrated 
by the experience of great railroad sys- 
tems in recent years—experiences 
which might in many respects have 
been avoided by financing through a 
greater proportion of equity securities. 
In a report to the National Transpor- 
tation Committee in 1935, Harold G. 
Moulton and Associates of the Brook- 
ings Institution concluded: 

“It is not merely illogical that the 
permanent fixed capital of a railroad 
should be in such a form that the rail- 
road is under legal obligation to repay 
it in large blocks at fixed dates; it is a 
financial peril. Often a road which 
has had no serious difficulty in paying 
its fixed charges has been very serious- 
ly embarrassed by the necessity of find- 
ing funds to pay off obligations which 
represent a permanent investment in 
the properties. The history of 
the railroad industry is strewn with 
the wrecks of companies which have 
had to refund bonds at a time when for 
reasons pertaining to the general in- 
vestment situation rather than to the 
soundness of the particular enterprise, 
it was impossible for its management 
to refinance.’ 

Too many utilities regard their debt 
as perpetual and make no adequate 
provision for its ultimate liquidation.® 
There appears to be an abiding faith 
in the permanency of existing gener- 
ating and transmission facilities, al- 
though it is well known that rapid 
scientific progress might change the 
methods of the power industry over- 





5 Re Public Service Co. of Colorado (1939) 
5 SEC 788, 853. 

6 Senate Report No. 621, 74th Congress Ist 
Session on S. 2796, May 13, 1935. 

‘Id. at p. 28, italics supplied. 

8 Moulton and Associates, American Trans- 
portation Problem (1935) 310. 


§In this connection it is noteworthy that as 
a result of numerous recent refundings, it is 
estimated that some $3,656,200,000 of debt (or 
well over one-half of the total fixed debt of the 
utility industry) falls due in the decade from 
1961 to 1970. Moreover, it is estimated that 
$2,543,500,000 of funded debt (or almost 40 per 
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night.’° A similar optimism once pre- 
vailed in the street railway industry: 
“As late as 1921 an investment bank- 
er wrote—‘Sinking funds are found 
in some of the earlier street railway 
mortgages, but the present tendency 
is to omit them, on the theory that a 
street railway is permanent property 
and not of a wasting character where 
sinking funds are essential to reduce 
the debt as the assets are dimin- 
ished.’ "4 

The importance of the sinking fund 
should not be minimized, of course, 
and the use of sinking funds has been 
strongly recommended.” But too 
much reliance should not be placed on 
that device: for sinking fund cove- 
nants will constitute default-produc- 
ing obligations unless they are made 
dependent upon earnings, in which 
event they are not always effective; 
and, to meet future stresses and strains 
(including those resulting from tech- 
nological changes), what is needed is 
a flexibility which additional fixed ob- 
ligations do not afford. Moreover, the 
effectiveness of amortizing debt out 
of earnings is itself dependent upon a 
strong policy favoring equity financ- 
ing, for obviously it will accomplish 
little to retire old debt out of earnings 
if at the same time new capital is be- 
ing raised by issuing an excessive 
amount of new debt. The conclusion 


is inescapable that an adequate pro- 
portion of equity financing is appro- 
priate both for reducing excess debt 
and for raising new capital, whenever 


and to the extent that the security mar- § 


kets permit.” 


In addition to the danger arising 


out of the fixed maturities of exces- f 
sive debt, the strain caused by heavy 


fixed charges in lean years will be det- 


rimental to services furnished to the 9 
public. Again with respect to the rail- § 
roads, the Interstate Commerce Com- Ff 


mission has said: 


“Naturally carrier executives try to ‘ 
prevent default on fixed obligations 7 


even if doing so may result in allow 


ing property to deteriorate and service J 


to suffer.’’!* 


In pointing out the advantages of 
common stock over fixed obligations 
the same Commission later said: 


“There is no legal obligation to pay 
dividends, so that failure to earn them 9) 
results only in loss for the time being 
But fixed interest is F 
a contractual obligation, and failure to Fy 
pay it may result in bankruptcy or re- § 


to stockholders. 


ceivership proceedings. . . . In 


view of the relatively large volume of 
their indebtedness, therefore, many 
railroads have been driven into re- @ 


ceivership or bankruptcy, and many 
more have curtailed expenditures dras 


tically, often to the detriment of their © 





cent of the total) falls due in the five years 
from 1965 to 1969. Experts have suggested 
that this may constitute an undue concentra- 
tion of maturities and a possible future source 
of trouble to the utility industry. 21 Savings 
Bank Journal (May, 1940) 40. 

10 See address by Floyd L. Carlisle, deliv- 
ered before the Empire State Gas & Electric 
— N. Y. Times, September 28, 1940, 


p. 21. 

11 Report of Special Committee on Public 
Utility Finance, of the National Association of 
Railroad and Utilities Commissioners (1938) 
ey ee of the Fiftieth Annual Conven- 
tion, “ 
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12 [d., 408-411. 


trend in railway financing.” 47th Annual Re- 
port (1933) 25, 26. 

13 Cf, American Transportation Problem, 
supra, note 8. The conclusions reached in that 
report are applicable to the utility industry with 
even greater force, as it is still a rapidly ex- 
panding industry. 

14 47th Annual Report (1933) 25, 26. 





In 1933, the Interstate Com- © 
merce Commission adopted a policy of requir- F 
ing sinking funds to be set up for the purpose § 
of retiring debt out of net income, as one means 
“of bringing about a reversal of the present @ 


hi: 
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properties, to escape such proceedings. 
This has been the most demoralizing 
feature of present railroad ills, and the 
one that has particularly attracted the 
attention of the country.”® 
Deterioration of property and serv- 
ice in the railroad industry is a hazard 
no more harmful to the public interest 
than would be a similar deterioration 
in the utility field. Thus it has been 
demonstrated that perpetuation of too 
much debt is potentially injurious not 
only to the investor, who is apt to lose 
his investment, but to the consumer 
and the public as well. The Commis- 
sion, of course, has no responsibility 
for unsound debt structures created by 
utility companies prior to regulation 
under the Holding Company Act. 
The Commission, however, does bear 
a heavy responsibility for the perpet- 
uation of such structures through re- 


funding issues brought here under the 


Act. It would be small consolation to 
investors, consumers, and the general 
public to be told that top-heavy capital 
structures were not created under the 
Commission’s administration of the 
Holding Company Act, but were only 
perpetuated under it because of hesi- 
tancy on the Commission’s part to act. 
Some state Commissions have recog- 
nized this responsibility and have in- 
quired into the refunding issue as 
thoroughly as if it constituted new 
financing.?® 

The usual argument advanced these 
days by managements in support of 
refunding through the issuance and 
sale of new funded debt is that low 
interest rates are obtainable and will 
result in substantial savings to “the 

15 52d Annual Report (1938) 3, 4. 


16E, g. see Re Metropolitan Edison Co. 
(1935) 10 PUR(NS) 233. 





company.” This usually means that 
more earnings will become available 
for dividends on the common stock, 
which, in the cases coming before us, 
is generally held by the holding compa- 
nies. What is meant by the term “the 
company”’ in this context is, therefore, 
the common stock of the subsidiary 
owned by the holding company. The 
view is not urged that the benefit to 
the controlling holding company, aris- 
ing from additional savings through 
the refunding issues of a subsidiary, is 
necessarily detrimental to the interests 
of the public, investors, or consumers. 
All of these interests may derive an in- 
direct benefit from savings in interest 
rates, but such benefits must be bal- 
anced against the detriments which 
flow from perpetuation of excessive 
debt. In considering these matters, 
we must give due weight to the lan- 
guage and legislative history of the 
Holding Company Act which dem- 
onstrate that one of the major con- 
gressional objectives was to eliminate 
control of operating utility subsidiaries 
by holding companies whose common 
stock ownership represents a dis- 
proportionately small investment in 
those subsidiaries. Among the evils 
enumerated in § 1 of the Act, 15 
USCA § 79a is that which exists 
when control of subsidiary pub- 
lic utility companies “is exerted 
through disproportionately small in- 
vestment .’ [subsection (b) 
(3)]. It is declared to be the policy 
of the Act, “in accordance with which 
policy all the provisions of this title 
shall be interpreted, to meet the prob- 
lems and eliminate the evils as enumer- 
ated in this section . . .” [subsection 
(c)]. In the hearings before the con- 
gressional committees and in the de- 
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bates in Congress the point was made 
repeatedly that one of the major pur- 
poses of the legislation was to protect 
the direct public investors in subsid- 
iary companies’ bonds and preferred 
stock against the disproportionate con- 
trol, exercised through small invest- 
ment in common stock, by the con- 
trolling holding company. For it was 
pointed out that one of the major 
abuses committed by the holding com- 
panies was the exploitation of their 
controlled subsidiaries through the 
taking-up into the holding company of 
an excessive amount of the earnings 
of the subsidiaries; in that way the 
earnings, which otherwise would cre- 
ate a protective reservoir for the in- 
vestment of the “senior security hold- 
ers” in those subsidiaries, were si- 
phoned off to the grave disadvantage 
of such senior security holders.” 
Aversion to common stock financing 


often derives from a desire on the part 
of the holding company as owner of 
the existing common stock of operat- 
ing companies to maintain excessive 


leverage. Additional common stock 
financing, the holding company fears, 


may diminish the leverage exercised 
by it through its common stock own- 
ership in its subsidiary. This exces- 
sive use of leverage is akin to the abuse 
of “pyramiding’”—a misuse of other 
people’s money, and one of the evils 
which the Holding Company Act was 
designed to eliminate." : 
To refuse to permit the issuance of | 
obligations to refund outstanding is- 
sues, where the security structure | 
would not be sound, is not at all to | 
penalize the common stock. It is § 
rather to prevent new public investors | 
in senior securities of utilities being | 
brought in until such time as the con- 
trolling common stock interests, i. e., 
the holding companies, are willing and 7 
able to refinance in such a way as to 
bring about a sound structure. Re- | 
placing some of the existing debt by 
the sale of common stock may be at § 
an apparent “cost” of 9 per cent or 10 § 
per cent” yet actually it may cost the 
issuer’s stockholders nothing, and, 
moreover, may add a substantial mar- 
gin of safety to the remaining senior 
securities.* On the other hand, a 
mere reduction in interest rates may 





17 This point was developed at greater length 
in our opinion and appendix in Northeastern 
Water & Electric Corp. Holding Company Act 
Release No. 2314, October 2, 1940, 36 PUR 
(NS) 13. 

18 See Northeastern Water & Electric Corp. 
supra, note 17. 

19JIn discussing the relative merits of debt 
versus equity financing, it is often pointed out 
to us in these times that money can be ob- 
tained at an annual cost of 3 per cent through 
the issuance of obligations as against an an- 
nual “cost” of 9 or 10 per cent through the 
issuance of common stock. We doubt the 
validity of the comparison and think it is 
the result of a confusion of terms; for while 
the cost of debt financing is measured by the 
amount the issuer must pay in interest and 
discount over the life of the obligations, the 
alleged cost of common stock financing is not 
based on any fixed charge or default-produc- 
ing obligation, but is measured by the amount 
of net earnings of the issuer applicable to 
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the common stock. Thus, reference to a pos- 
sible 10 per cent “cost” of money obtained 
through the sale of common stock means § 
that such stock could be sold at ten times the © 
current net earnings per share, and the pro- 7 
ceeds would actually cost the issuer itself 
nothing. 

It may be that such a sale would cut down 
the equity or the voting control held by exist- 
ing stockholders, but that is a different ques- 
tion. The factors to be considered there 
would include (a) how the common stock was 
held; (b) how much actual investment it & 
represented; and (c) to what extent the sale § 
of new common would actually affect the 
existing stockholders’ interests. As pointed 
out above, the Commission’s initial concern 
under the Act, in refunding as well as new § 
money issues, of course, must be for the wel- 
fare of the investors in senior securities of 7 
operating companies. 

20 For general discussions of the importance 
to senior security holders of an adequate com- 
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be only an apparent benefit, creating 
the illusion that the capital structure 
is being strengthened because of an in- 
crease in earnings coverage, but in 
reality perpetuating a top-heavy debt 
structure that subjects the company to 
the risk of default and the common 
stock to the risk of being completely 
wiped out. 

Perpetuation of a high debt struc- 
ture through refundings may thus be 
a policy which is unsafe except for a 
short run. For in times of trouble, 
earnings fall off and continued de- 
pression may bring about such a weight 
of fixed charges on excessive debt 
that bankruptcy ensues. Or _ bank- 
ruptcy may ensue from default on 
debt at maturity when further refund- 
ing is impossible because of adverse 
market, industrial, or general economic 
conditions. If bankruptcy comes, the 
fairness of a reorganization plan must 
be tested by the doctrine of “full or 
absolute priority” as reaffirmed by the 
United States Supreme Court in Case 


v. Los Angeles Lumber Products Co.” 
In many instances, this means that the 
common stockholders may be denied 
participation in the reorganized com- 
pany because of the absence of suffi- 
cient value to cover the senior inter- 
ests in the bankrupt company. Re- 
fundings, despite their immediate ben- 
efits, may thus forebode a dire future, 
in the long run, for the common stock- 
holders, although it may benefit them 
in the short run.” 

The truth, disclosed by railroad fi- 
nancial history, is that it was usually 
when interest rates were low and debt 
financing was used (because it was, in 
short-run terms, attractive to the own- 
ers of the controlling stock), that fur- 
ther common stock financing on the 
most favorable terms was also possible. 
The railroads let the chance to do com- 
mon stock financing go by, and when it 
later became impossible to do debt fi- 
nancing, common stock financing was 
also impossible.* The time to do 
common stock financing is usually the 





mon stock “cushion” or “margin,” see SEC, 
Protective Committee Report, Part VII, pp. 


a 487-8; Graham and Dodd, Security Analysis 


(2d ed. 1940) pp. 269-273; Cf. SEC, Report 
on Investment Trusts and Investment Com- 
panies, Part III, Chap. V, pp. 13, 29 
21 (1939) 308 US 106, 84 L ed 110, 60 S 
Ct 1; rehearing denied, Jd. 308 US 637, 84 
L ed 529, 60 S Ct 258. Both the Interstate 
Commerce Commission and the Securities and 
Exchange Commission have applied this test 
> 7. time in reorganization cases. See, 
g. In Re Spokane. International R. Co. 
(1938) 228 Inters Com Rep 387; Re Chicago 
& E. I. R. Co. (1938) 230 Inters Com Rep 
199; Re Genesee Valley Gas Co. (1938) 
3 SEC 104; Re West Ohio Gas Co. (1938) 
3 SEC 1014, 26 PUR(NS) 338; Re Utilities 
Power & Light Corp. (1939) 5 SEC 483. 


22 There is only a seeming inconsistency be- 
tween a policy which favors stock financing 
and the application of the doctine of the Los 
Angeles Case which tends to wipe out junior 
interests. The two are in truth consistent 
with one another since the Los Angeles doc- 
trine stands as a warning to the common 
stockholders that if the equity investment is 


insufficient—that is, if there is excessive debt 
—the bankruptcy, which is, on that account, 
made more likely, will wipe them out. Pro- 
fessor Dodd, in discussing the doctrine of the 
Los Angeles Case, has granted the force of 
the argument that “the enforcement of such a 
rule is less likely to make investment in 
shares unpopular than it is to deter investors 
from trading on a thin equity, a practice which 
may be discouraged with advantage to the 
community.” Dodd, Los Angeles Lumber 
Products Case and Its Implications (1940) 
53 Harv. L. Rev. 713, 723. 

23In an exhaustive study of the railroad 
problem made bv Harold G. Moulton and As- 
sociates, the American Transportation Prob- 
lem (1935), it was concluded at p. 312 

“Apart from a possible general revaluation 
of debt in which the railroads might share 
along with other debtors, there are only three 
ways in which the railroads can cut down 
their fixed charges. One is by selling stock 
to refund bonds—a solution which is out of 
the picture for the time being. Should finan- 
cial market conditions again make it possible, 
prudence demands that it be utilized to the 
full. Second, there is the slow process of 
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very time when debt financing on easy 
terms is available. To postpone com- 
mon stock financing at such a time 
means, too often, that it will never be 
done. The argument as to the “ex- 
pense” of raising money through the 
sale of common stock is thus, very oft- 
en, an argument against ever doing 
adequate common stock financing.** 


It is a striking fact that the common 
stocks of only a relatively small num- 
ber of operating utility companies have 
been available for direct investment by 
the general public. Investors, there- 
fore, have for the most part been re- 
stricted to investment in low interest 
bearing bonds and preferred stocks of 
utilities, or in the more speculative 
holding company securities. As a re- 
sult, during the past year or two the 
investing public has welcomed the op- 
portunity to purchase the common 


stocks of operating utilities in those 
instances in which they have been of- 
fered for public sale. For example, in 


complying with § 11, 15 USCA § 79k, 
the Utilities Power & Light Corpora- 
tion (now the Ogden Corporation), ef- 
fected successful sales of the common 
stock of two of its operating compa- 
nies, Newport Electric Corporation® 
and Indianapolis Power & Light Cor- 
poration.” Similarly, Washington & 
Suburban Companies successfully sold 
to the public its common stock interest 
in Washington Gas Light Company.” 
In another recent instance, a subsid- 
iary of American Water Works and 
Electric Company, Inc., West Penn 
Power Company,” successfully sold a 
block of additional common stock to 
the general public through underwrit- 
ers.° In each of these cases the hold- 
ing company which sold the common 
stock of its operating subsidiary ob- 
tained a price advantageous to it and 
to its investors. Financial experts have 
also expressed opinions that a great 
many public utilities could similarly 
sell common stock.* 





amortizing debt out of earnings. The prac- 
ticability of this procedure like that of the 
first, depends largely on the revival of the 
stock market. For it will be of little avail to 
amortize existing debt out of earnings if new 
capital has to be obtained by selling new 
funded debt. The third way out is by reor- 
ganization of the individual road on the basis 
of its individual financial difficulties.” (Italics 
supplied. ) 

24C. W. Kellogg, president of the Edison 
Electric Institute, has written that “common 
stock money is the one final and necessary 
foundation that makes the whole structure 
stand up.” Kellogg, Audit of 1937 Electric 
Utility Business, Electrical World, January 
15, 1938. 

25 Holding Company Act Release No. 1545, 
May 23, 1939. 

26 Holding Company Act Release No. 2001, 
April 2, 1940. 

27 Holding Company Act Release No. 1670, 
August 10, 1939. 

28 Holding Company Act Release No. 2009, 
April 9, 1940, 34 PUR(NS) 36. 

29 Other recent evidence that common stocks 
of utility operating companies are finding a 
ready market is reflected in the fact that as of 
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October 6, 1940, investors had coriverted into 
common stock more than $98,000,000 of the 
original $129,000,000 issue of convertible de- 
bentures of Commonwealth Edison Company 
which were issued in 1938. 

80 W. D. Gay, of Standard Statistics, re- 
cently said: “I have very laboriously gone 
through all the stock investments of the hold- 
ing companies and found that stocks which 
contributed at least 50 per cent of the gross 
revenues of the holding companies are equal 
or superior to the Indianapolis Power & Light 
issue. So I would say that at least one-half 
of the subsidiaries of the holding companies 
can sell common stock if Indianapolis Power 
& Light can do so. If you added the inde- 
pendently owned companies, you would find 
even greater proportion of the industry could 
sell common stock.” 21 Savings Bank Journal 
(May, 1940) 39. 

On the same occasion, Sydney Mitchell, of 
Bonbright & Company, said: “According to 
a study published recently in the Public Util- 
ities Fortnightly, about 55 per cent of the as- 
sets of the public utility industry were in the 
hands of companies which, according to the 
author, could perfectly well sell common 
stock.” Jd. at p. 38. 
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Our staff has made a study of the 
capital structures of a representative 
group of operating utility companies 
part or all of whose common stocks are 
outstanding with the public. It is 
interesting to note that the capital 
structures of these operating utility 
companies have a materially smaller 
proportion of funded debt to total cap- 
italization and surplus than most sub- 
sidiaries of registered public utility 
holding companies. For the year end- 
ing 1939 only two of these operating 
companies had funded debt to the ex- 
tent of more than 50 per cent of their 
total capitalization and surplus. One 
is a former subsidiary of a registered 
holding company; the other has no 





31 A table showing the results of this study 
is attached to this memorandum. 


preferred stock outstanding, and by the 
subsequent conversion of a large 
amount of convertible debentures into 
common stock, its funded debt ratio is 
now less than 50 per cent. The funded 


debt of eight of these companies 
amounted to less than 40 per cent of 
total capitalization and surplus. 


All of the problems that we have dis- 
cussed above must, of course, be con- 
sidered in the light of the circumstan- 
ces surrounding the particular trans- 
action, and we make no attempt here 
to lay down a hard and fast rule. We 
hereby indicate, however, that in the 
future, in applying the standards of 
§ 7(d), the Commission will follow 
the policy announced in our foregoing 
opinion. 


CAPITALIZATION RATIOS 
(As of December 31, 1939) 
Of Various Operating Utility Companies 
All or Part of Whose Common Stocks are Publicly Owned 


Funded 


Debtand Preferred Minority Stockand 


Company Notes 


Total 
Capitali- 
zation and 
Surplus 


Common 


Stock Interest Surplus 


(Per Cent) (Per Cent) (Per Cent) (Per Cent) (Per Cent) 


Bangor Hydro-Electric Co. ......... 41.5 
HOStO HGIGON, COL ce, coc caiesqensisiees 33.3 
Central Hudson Gas & Elec. Corp. . 
Cleveland Electric Illuminating Co. . | 33.5 
Commonwealth Edison Co. and Subs. 55. . 
Connecticut Light & Power Co. ..... 46. 
Consolidated Edison Co., 

Is, SE REN AIS voc vin cos « hee anes 39.4 
Consolidated Gas, Electric Light & 

Power Co. of Baltimore 8 
Dettort “tao Co. ..66.5 6 oo. vac veces 48.1 
Duke Power Company 4 
Hartford Electric Co. 

Pacific Gas & Electric Co. 

Southern California Edison Co. 

ampay Blecttic’ Co: « . ccic.06s00 veces 
Indianapolis Power & Light Co. .... 55.7 
Newport Electric Corp. ............ 2 78 
Washington Gas Light Company .. 

West Penn Power Co. 


25.3 


18.4 
21.4 


64 
16.3 
15.5 
01 


21.3 
26.4 

6.5 
20.3 
28.5 

9.7 
24.5 


33.2 
66.7 
44.2 
45.1 
44.0 
46.7 


=a 


S 
to 


SETESEREEE 


27.2 


1 Subsequently reduced below 50 per cent through debenture conversions. 
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ORDER 


Engineers Public Service Company, 
a registered holding company, El Paso 
Electric Company, a Delaware corpo- 
ration and a registered holding com- 
pany, El Paso Electric Company, a 
Texas corporation, and Mesilla Valley 
Electric Company, the last two named 
companies being subsidiary companies 
of said Engineers Public Service Com- 
pany and said El Paso Electric Com- 
pany (the Delaware corporation), hav- 
ing filed various applications and dec- 
larations pursuant to §§ 7, 10, and 12 
of the Public Utility Holding Com- 
pany Act of 1935, 15 USCA §&§ 79g, 
79j, 79k; said applications and dec- 
larations having been amended, par- 
ticularly by amendments No. 9 and No. 
10, said amendments having particular 
reference to the issuance and sale of 
the following securities by El Paso 
Electric Company, the Texas corpo- 
ration: $6,500,000 principal amount 
of first mortgage bonds, series A, 34 
per cent, due 1970; a serial bank note, 
2-24 per cent; and 15,000 shares of 
$4.50 dividend preferred stock; the 
Commission having considered the oral 
argument and briefs and the record 
herein and the applications and decla- 
rations, particularly as amended by 
amendments No. 9 and No. 10; 

It is ordered that said applications 
be and the same hereby are granted 
and that the declarations be and be- 
come effective forthwith, subject, how- 


ever, to the following terms and con- 
ditions : 

1. That the transactions herein shall 
be carried out in the manner and upon 
the terms prescribed by said applica- 
tions and declarations, particularly as 
amended by amendments No. 9 and 
No. 10. 

2. That within ten days after the 
consummation of the various transac- | 
tions, applicants and declarants file a 
certificate of notification. 

3. That when all expenses, incurred | 
in connection with the issue and sale § 
of the securities and the preparation | 
and prosecution of the applications § 
concerned with the present transac- 
tions shall be actually paid, the appli- 
cants and declarants shall file a detailed § 
statement of such expenses showing 
the names of persons or entities to 
whom such payments were made, the | 
amounts of such payments, the ac- | 
counts charged and a detailed descrip- | 
tion of the services rendered for which § 
such payments were made. A 

4. That within ninety days from the | 
date hereof, El Paso (Texas) and § 
Juarez shall submit to this Commission | 
a plan of fair and equitable reallocation 
of costs as between the transportation i 
operations and electrical operations of 7 
said companies, the Commission re- [J 
serving jurisdiction to review said § 
plan. This condition shall not be con- § 
sidered a condition precedent to the 
consummation of the other transac- 
tions. 
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1 con- SECURITIES AND EXCHANGE COMMISSION 

1 shall . 

‘upon Re United Gas Improvement Company et al. 
yplica- P 

rly as | [File No. 59-6, Release No. 2500.] 

9 and 


Intercorporate relations, § 19.5 — Holding company system — Geographical 
r the integration. 
1. The standard established by Clause (B) of § 11(b) (1) of the Hold- 
ing Company Act, 15 USCA § 79k (b) (1) means that a holding company 
may continue to control an integrated public utility system or systems 
additional to the “single” integrated public utility systems only if all such 


ansac- 


file a 


urred additional system or systems are located in the same state or states in 
1 sale which the “single” system is located, or in states adjoining thereto, p. 93. 
ration §§ Intercorporate relations, § 19.6 — Holding company system — Simplification — 
ations | Retention of “other businesses.” 
insac- | 2. The Commission must, under § 11(b) (1) of the Holding Company 
appli- : Act, permit the retention in a holding company system of other businesses, 
tailed | including investment interests in utilities not subsidiaries, which are found 
oo to be reasonably incidental, or economically necessary or appropriate to the 
ying § operations of an integrated public utility system retainable under the con- 
ies to | trol of a holding company, and these requirements may be met in the 
e, the | case of interests in nonutility businesses if their retention is found to be 
ean O necessary or appropriate in the public interest or for the protection of 
stein. a investors or consumers and not detrimental to the proper functioning of 
1P- | such system or systems, p. 93. 
which ; : ; 
Intercorporate relations, § 19.5 — Holding company system — Single integrated 
h y system. 
aah : 3. The single integrated public utility system to which the control of a 
and : registered holding company should be limited was held to be the units of 
ission ff electric generating plants, transmission lines, and distribution facilities 
ation F owned or operated in the southeastern portion of the state of Pennsylvania 
‘ation & and in the adjoining northern portions of the states of Maryland and 
mat 1 Delaware by named subsidiary companies, under § 11(b)(1) of the Hold- 
; H ing Company Act, and to exclude utility assets owned or operated by sub- 
a re 5 sidiaries in Arizona, New Hampshire, Tennessee, Kansas, and Connecticut, 


said § pursuant to Clause (B) of § 11(b) (1), p. 95. 
- CON- i Intercorporate relations, § 19.6 — Holding company system — Integrated system 
o the § — Nonutility property. 
nsac- Ff 4. Steam operation facilities owned or operated by subsidiaries of a hold- 
q ing company in the area approved for operation of an integrated system 
were held to be retainable as interests in other businesses reasonably in- 
cidental and appropriate to the integrated public utility system, p. 95. 


[January 18, 1941; February 7, 1941.] 
| pare instituted by Commission with respect to a regis- 
tered holding company and its subsidiary companies pursuant 
to § 11(b) (1) of the Holding Company Act; tentative conclu- 
sions of Commission stated and order issued reconvening. hearing. 
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By the Commission: Pursuant to 
respondents’ request and the Commis- 
sion’s undertaking in its opinion bear- 
ing date May 23, 1940, there are set 
forth hereinafter the tentative conclu- 
sions of the Commission as to the ac- 
tion which the respondents must take 
under the provisions of § 11(b) (1) 
of the Holding Company Act, 15 
USCA § 79k. Since respondents’ re- 
quest for such conclusions was made 
at the outset of the proceeding, the 
views here expressed must of neces- 
sity be entirely tentative in character. 

To aid it in arriving at its conclu- 
sions, the Commission directed its staff 
to prepare a report setting forth in- 
formative data with respect to The 
United Gas Improvement Company 
holding company system and suggest- 
ing the application of the pertinent 
provisions of the act. The Commission 


also directed its staff to prepare a mem- 
orandum with respect to the interpre- 
tation of one of the provisions of the 


act. Copies of this report and memo- 
randum will be furnished the respond- 
ents simultaneously with this state- 
ment. 


I 
Applicable Statutory Provisions 


For convenience, we repeat here the 
full text of the principal statutory pro- 
visions applicable to the present pro- 
ceeding. 

Section 11(b) (1) of the act pro- 
vides : 

“(b) It shall be the duty of the 
Commission, as soon as practicable aft- 
er January 1, 1938: 

“(1) To require by order, after no- 
tice and opportunity for hearing, that 
each registered holding company, and 
each subsidiary company thereof, shall 
37 PUR(NS) 


take such action as the Commission 
shall find necessary to limit the opera- 
tions of the holding company system 
of which such company is a part toa 
single integrated public utility system, 
and to such other businesses as are rea- } 
sonably incidental, or economically 
necessary or appropriate to the opera- | 
tions of such integrated public utility 
system: Provided, however, that the 
Commission shall permit a registered 
holding company to continue to control 
one or more additional integrated pub- 
lic utility systems, if, after notice and | 
opportunity for hearing, it finds that— | 

“(A) Each of such additional sys- | 
tems cannot be operated as an inde- § 
pendent system without the loss of sub- j 
stantial economies which can be se- §j 
cured by the retention of control by | 
such holding company of such sys- § 
tem; ; 
“(B) All of such additional systems J 
are located in one state, or in adjoining § 
states, or in a contiguous foreign coun- § 
try; and 

“(C) The continued combination 7 
of such systems under the control of § 
such holding company is not so large 
(considering the state of the art and 
the area or region affected) as to im- FF 
pair the advantages of localized man- 9 
agement, efficient operation, or the Ff 
effectiveness of regulation. 

“The Commission may permit as 
reasonably incidental, or economically 
necessary or appropriate to the opera- 
tions of one or more integrated public 
utility systems the retention of an in- 
terest in any business (other than the 
business of a public utility company as 
such) which the Commission shall find 
necessary or appropriate in the public 
interest or for the protection of in- 
vestors or consumers-and not detri- 
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mental to the proper functioning of 
such system or systems.” 

Most of the words and phrases used 
in the above provision are either self- 
explanatory or are defined in § 2 of the 
act. Of the latter, the principal defini- 
tion is that of an integrated public 
utility system which is defined in § 2 
(a) (29) of the act, 15 USCA § 79b 
as follows: 

“(29) ‘Integrated public utility sys- 
tem’ means— 

“(A) As applied to electric utility 
companies, a system consisting of one 
or more units of generating plants 
and/or transmission lines and/or dis- 
tributing facilities, whose utility as- 
sets, whether owned by one or more 
electric utility companies, are physical- 
ly interconnected or capable of physical 
interconnection and which under nor- 
mal conditions may be economically 
operated as a single interconnected and 
coordinated system confined in its op- 
erations to a single area or region, in 
one or more states, not so large as to 
impair (considering the state of the art 
and the area or region affected) the 
advantages of localized management, 
efficient operation, and the effective- 
ness of regulation; and 


“(B) As applied to gas utility com- 


panies, a system consisting of one or 


more gas utility companies which are 
so located and related that substantial 
economies may be effectuated by being 
operated as a single coordinated sys- 
tem confined in its operations to a 
single area or region, in one or more 
states, not so large as to impair (con- 
sidering the state of the art and the 
area or region affected) the advantages 
of localized management, efficient op- 
eration, and the effectiveness of regula- 
tion: Provided, that gas utility com- 


panies deriving natural gas from a 
common source of supply may be 
deemed to be included in a single area 
or region.” 


Interpretation of Certain Provisions 
of $11 (b) (1) 

In the application of the provisions 
of the act, as in the application of other 
important statutes, certain interpreta- 
tive problems are presented. Some of 
these have been dealt with heretofore 
in our opinions, after oral argument 
and full consideration, and need not be 
mentioned further. We have not here- 
tofore had occasion to deal with other 
questions of interpretation which have 
arisen in fulfilling the Commission’s 
undertaking of informing respondents 
of action the Commission tentatively 
believes to be necessary under § 11 
(b) (1), supra. Attention is, there- 
fore, called to these interpretations 
which, like the other conclusions, are 
under the circumstances necessarily 
tentative. 


A. The Interpretation of Clause (B) 

[1] In construing the standard es- 
tablished by Clause (B) of § 11(b) 
(1), we have tentatively concluded 
that it means that a holding company 
may continue to control an integrated 
public utility system or systems addi- 
tional to the “single” integrated public 
utility systems only if all such addi- 
tional system or systems are located in 
the same state or states in which the 
“single” system is located, or in states 
adjoining thereto. 


B. Interest in “Other Businesses” 
Clauses 


[2] Section 11(b) (1) contains two 
references to interests in “other busi- 


nesses.” We have tentatively conclud- 
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ed that these provisions taken together 
mean that the Commission must per- 
mit the retention of other businesses, 
including investment interests in util- 
ities not subsidiaries, which are found 
to be reasonably incidental, or econom- 
ically necessary or appropriate to the 
operations of an integrated public util- 
ity system retainable under the control 
of a holding company, and that these 
requirements may be met in the case of 
interests in nonutility businesses if 
their retention is found to be necessary 
or appropriate in the public interest or 
for the protection of investors or con- 
sumers and not detrimental to the 
proper functioning of such system or 
systems. 


IT 
The Proceeding Thus Far 


The United Gas Improvement Com- 
pany, a holding company for securities 
of certain public utility companies as 
well as miscellaneous other businesses, 
on June 24, 1938, registered as a 
holding company? under the Public 
Utility Holding Company Act of 
1935. On March 4, 1940, the Com- 
mission issued a notice of and order 
for hearing * pursuant to § 11(b) (1) 
of the act with respect to The United 
Gas Improvement Company and its 


subsidiary companies, 
stating therein that it appears that The 


United Gas Improvement Company | 
holding company system is not con- 

fined in its operations to that of a} 
single integrated public utility system | 
and to such other businesses as are | 
reasonably incidental or economically j 
necessary or appropriate to the opera- § 
tions of such an integrated public util- 9 
ity system within the meaning of the J 


act. 


respondents, | 


Subsequent thereto, The United 9 
Gas Improvement Company and vari- | 
ous of its subsidiary companies re- § 
quested that they be furnished with a | 
statement of -the Commission more | 
particularly specifying the underlying 7 
tentative conclusions with respect to | 
particular portions of the present sys- §j 
tem upon which the tentative conclu- | 
sions referred to hereinabove were ff 
predicated, and the respondents fur- § 
ther requested that they be informed = 
by the Commission as to what action § 
the Commission tentatively believes [ 
would be required by § 11(b) (1) of # 


the act. 
mission, in its opinion issued that date 
(Holding Company Act Release No. 
2065), 33 PUR(NS) 285, 288, un- 
dertook to grant the request of the 
respondents,’ stating therein: “We 





1 The United Gas Improvement Company in 
turn is a subsidary of The United Corpora- 
tion, likewise a registered holding company 
under the act. 

2On August 2, 2940, the Commission issued 
a supplemental notice of and order for hearing 
pursuant to such section naming certain addi- 
tional companies as respondents. In that or- 
der, as well as by Commission orders of April 
23, May 10, and December 3, 1940, certain 
companies named in the original orders which 
had been dissolved or sold were dismissed as 
respondents and Midland United Company 
and Midland Utilities Company and _ their 
direct or indirect subsidiary companies were 
likewise dismissed as respondents in_ this 
proceeding with the reservation, among 
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others, that such dismissal be not deemed to 
limit the power of the Commission to issue 
any appropriate order directed to The United 
Gas Improvement Company and its subsidiary 
companies (other than Midland United Com- 
pany and Midland Utilities Company, and 
their subsidiaries) with respect to their direct 
or indirect holdings in such companies. 

3 When the Commission opinion of May 23, 
1940, supra, undertaking to furnish the state- 
ment requested by respondents was issued, 
Commissioner Healy did not concur in the 
undertaking to furnish a statement setting 
forth conclusions as to the A and C stand- 
ards since it involved a determination as to 
issues on which he tentatively thought the re- 
spondents had the burden of proof. Since the 


On May 23, 1940, the Com- [ 
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consider the notice already given as 
adequate at this stage of the proceed- 
ing. Nevertheless, since the respond- 
ents have requested a recitation of the 
Commission’s tentative conclusions, 
together with a full description of 
‘such action as the Commission has 
tentatively concluded to be necessary 
under the provisions of § 11(b) (1),’ 
at the outset of the proceeding, and 
since no person could be injured by 
such statement, we are willing to en- 
large our original notice.” 

Pending the preparation and issu- 
ance of such a statement by the Com- 
mission, the proceedings have been 
held in abeyance. 


III 


Application of Section 11(b) (1) 
of the Act 


As shown by the notice of and order 
for hearing previously issued in this 
proceeding, the present The United 
Gas Improvement Company holding 
company system is engaged in exten- 
sive electric and gas operations in a 
number of states, being principally 
concentrated in the state of Pennsyl- 
vania and adjacent portions of Mary- 
land and Delaware and also in the 
state of Connecticut. Certain subsid- 
iary companies also are engaged in 
various nonutility businesses in vari- 
ous parts of the country, and, in addi- 
tion, the system holds large invest- 
ments in both utility and nonutility 
businesses. 


In the light of the foregoing, we 


now proceed to set forth our tentative 
conclusions as to the application of 
§ 11(b) (1) of the act to The United 
Gas Improvement Company and its 
subsidiary companies and properties 
owned or operated thereby. 


A. The Single Integrated System 

[3, 4] The single integrated public 
utility system to which the control of 
The United Gas Improvement Com- 
pany should be limited is composed of 
the units of electric generating plants, 
transmission lines, and distribution fa- 
cilities owned or operated in the south- 
eastern portion of the state of Penn- 
sylvania and in the adjoining northern 
portions of the states of Maryland and 
Delaware by the following named sub- 
sidiary companies: 

Philadelphia Electric Company; 
Chester County Light and Power 
Company ; Delaware Power and Light 
Company ; * Philadelphia Hydro-Elec- 
tric Company; Philadelphia Electric 
Power Company; The Susquehanna 
Power Company; The Susquehanna 
Electric Company ; Conowingo Power 
Company; Southern Pennsylvania 
Power Company; Deepwater Light 
and Power Company; Deepwater Op- 
erating Company. 

This integrated public utility system 
includes territory approximating 
eighty miles by thirty miles in area, 
extending into three states, and having 
a population of approximatey 3,000,- 
000 persons. The electric properties 
comprising the integrated system have 
an aggregate book value of approxi- 





Commission has undertaken to grant respond- 
ents’ request in its entirety and since there is 
no other means of compliance with this under- 
taking, he now joins in this statement. 

4 Questions as to whether the electric util- 
ity assets of Delaware Power and Light Com- 
pany serving the northern part of Delaware 


may be included as a part of such integrated 
system at this time are resolved in favor of 
retention in order to give a reasonable oppor- 
tunity to see if, under the narrowed interests 
of the holding company, the objectives of the 
act are satisfied with such a combination of 
units. 
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mately $350,000,000 and the opera- 
tions of such properties during 1939 
produced in excess of $68,000,000 of 
electric operating revenues and electric 
operating income of approximately 


$29,000,000. 


B. Nonutility Properties Incidental 

to the Single Integrated System 

1. The steam operation facilities 
owned or operated by Philadelphia 
Electric Company, Wayne Steam 
Heat Company, and Philadelphia 
Steam Company in this area are re- 
tainable under the control of the hold- 
ing company as interests in other busi- 
nesses reasonably incidental and ap— 
propriate to the aforementioned in- 
tegrated public utility system. 

2. It does not appear practical for 
the Commission at this time to deter- 
mine the extent to which the real es- 
tate owned or. held by South Penns- 
grove Realty Company, The Utilities 
Realty Company, and Electric Realty 
Corporation is possible of retention; 
however, such real estate may be re- 
tained to the extent that it is used or 
capable of utilization in connection 
with the operations of this integrated 
electric utility system. 

3. The interests in no other business 
(except for miscellaneous investments, 
as referred to hereafter) are reason- 
ably incidental, or economically neces- 
sary or appropriate, to the operations 
of the integrated public utility system 
described. 


C. Properties Not Possible of Reten- 
tion under Clause (B) of 
§ 11(b) (1) 
The application of Clause (B) of 


§ 11(b) (1) precludes the retention | 


under the control of The United Gas 
Improvement Company ° of the utility 
assets owned or operated by The 
Arizona Power Corporation in the 
state of Arizona, by Concord Gas 
Company and Manchester Gas Com- 


pany in the state of New Hampshire, k 


by Nashville Gas and Heating Com- 
pany in the state of Tennessee, by 
The Wyandotte County Gas Company 
in the state of Kansas, by the Con- 
necticut Light and Power Company 
and New Haven Gas Light Company 
in the state of Connecticut. 


D. Properties as to Which Clauses 
A and C of § 11(b) (1) 
Precludes Retention 

1. The Commission expresses no 
conclusion as to whether the electric 
utility assets owned or operated by 
Erie County Electric Company con- 
stitute an integrated electric utility sys- 
tem or systems inasmuch as it appears 
unlikely that, irrespective of such 
status, the standards of (A) and (C) 
of § 11(b) (1) could be satisfied, and 
that accordingly retention by The 
United Gas Improvement Company is 
precluded. 


2. The Commission expresses no 
conclusion as to whether the electric or 
gas facilities of Luzerne County Gas 
and Electric Corporation constitute 





5 Midland United Company and Midland 
Utilities Company and their subsidiaries are 
subsidiaries of The United Gas Improvement 
Company. ‘These companies are in reorgan- 
ization under the provisions of the Federal 
Bankruptcy Act and, from information on file 
with the Commission, there is reason to be- 
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lieve that upon consummation of such proceed- 
ings they will cease to be subsidiaries of The 
United Gas Improvement Company. Accord- 
ingly, at this time, consideration has been 
given to them only as investments in another 
business. 
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two or more integrated public utility 
systems inasmuch as it appears unlike- 
ly that, irrespective of such status, the 
standards of Clause (A) of § 11(b) 
(1) of the act could be satisfied, and 
that accordingly retention by The 
United Gas Improvement Company is 
precluded. 

3. The Commission expresses no 
conclusion as to whether the gas com- 
panies, to wit: Consumers Gas Com- 
pany, Lebanon Valley Gas Company, 
The Harrisburg Gas Company, and 
Allentown-Bethlehem Gas Company, 
or the gas facilities owned or operated 
by Philadelphia Electric Company, 
The Philadelphia Gas Works Compa- 
ny, Chester County Light and Power 
Company, and Delaware Power and 
Light Company, in or adjacent to the 
area served by the integrated electric 
utility system, constitute one or more 
integrated public utility system or 
systems inasmuch as it appears unlike- 
ly that irrespective of such status, the 
standards of Clauses (A) and (C) of 
§ 11(b) (1) of the act could be satis- 
fied, and that, accordingly, retention 
by The United Gas Improvement 
Company is precluded. 


E. Properties Possibly Affected by 
Pending Applications 

The Hartford Gas Company and 
the Public Service Corporation of 
New Jersey have filed applications 
(now pending) for orders declaring 
them not to be subsidiaries of The 
United Gas Improvement Company. 
Consequently their status has been 
considered under alternative assump- 
tions as to the disposition of these ap- 
plications. 

1. If the application filed by Hart- 
ford Gas Company should be denied, 


[7] 


retention under the control of The 
United Gas Improvement Company 
would be precluded by the provision 
of Clause (B) of §11(b) (1). Ifthe 
application should be granted, reten- 
tion would be precluded by the stand- 
ards applicable to interests in other 
businesses. 

2. The Commission expresses no 
conclusion as to whether the electric or 
gas facilities of Public Service Cor- 
poration of New Jersey and its sub- 
sidiaries constitute two or more inte- 
grated public utility systems inas- 
much as it appears that, irrespective of 
such status, if the pending application 
should be denied, retention under the 
control of The United Gas Improve- 
ment Company would be precluded un- 
der Clauses (A) and (C) of § 11(b) 
(1). If the application should be 
granted, retention would be precluded 
by the standards applicable to interests 
in other businesses. 


F. Other Interests 


1. Other businesses conducted by 
subsidiary companies. 

Businesses conducted by subsidiary 
companies of The United Gas Im- 
provement Company, other than those 
as to which specific reference has been 
made, are not reasonably incidental or 
economically necessary or appropriate 
to the operation of the integrated elec- 
tric utility system described, and are 
not possible of retention under the con- 
trol of such holding company. 


2. Ownership of securities issued by 
public utility holding companies or 
public utility companies. 

It is not reasonably incidental, eco- 
nomically necessary or appropriate for 
The United Gas Improvement Com- 
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pany, or companies retaining control 
of the electric utility assets utilized in 
connection with the operations of the 
integrated electric utility system de- 
scribed, to retain their present holdings 
in securities issued by public utility 
holding companies or public utility 
companies other than those included 
within such integrated public utility 
system. 


3. Other securities. 

It does not appear practical at this 
time to determine whether securities 
held for the purpose of investment 
(other than those as to which conclu- 
sions are set forth above), are retain- 
able by the holding company system, 
and the Commission will defer consid- 
eration of such matter until after the 
other issues raised by the proceeding 
have been determined. 


III 
Order Reconvening Hearing 


It is hereby ordered that a hearing 
be held on February 6, 1941, at ten 
o’clock in the forenoon of that day, 
in Room 1102 of the Securities and 
Exchange Commission Building, 1778 


Pennsylvania Avenue, N. W., Wash- 
ington, D. C., at which time the Com- 
mission will hear the respondents as to 
the issues present in this proceeding, 
and will consider the simplification of 
the issues, the facts and issues that ap- 
pear to be without substantial basis of 
controversy, the order of presentation 
of evidence most conducive to an or- 
derly proceeding, and such other mat- 
ters as may aid in the disposition of the 
proceeding. 


By the Commission (Chairman 
Frank, Commissioners Healy, Eicher, 
Henderson and Pike). 


Editor’s Note—The Commission by 
order entered February 7, 1941, ad- 
journed the hearing date to February 
20, 1941, and provided further “that if 
the respondents take issue with the ten- 
tative interpretation of Clause (B) or 
the provisions as to retention of inter- 
ests in other businesses of § 11(b) (1) 
of the Public Utility Holding Company 
Act of 1935 expressed in the Commis- 
sion’s Tentative Statement of Conclu- 
sions issued January 18, 1941, the re- 
spondents at such reconvened hearing 
shall present their arguments with re- 
spect thereto.” 





TENNESSEE RAILROAD AND PUBLIC UTILITIES COMMISSION 


T. F. Lance et al. 


Franklin Power & Light Company 


[Docket No. 2402.] 


Monopoly and competition, § 29 — Territorial agreements. 


1. A contract, approved by the Commission, between the Tennessee Valley 
Authority and an electric company, prohibiting the company from serving 
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customers in territory of another company which has sold its properties to 
the Federal authority, should not be disturbed so as to permit service to 
such customers after transfer of the properties by TVA to a rural co- 


Operative corporation, p. 103. 


Monopoly and competition, § 54.1 — Electric codperative — Public policy. 
2. The public policy of the state to prevent unwarranted competition be- 
tween operating utilities should be followed when customers of an electric 
cooperative organization seek a transfer to the system of a company-owned 
utility, although the membership corporation is a nonutility beyond the 
jurisdiction of the Commission, p. 103. 


Mutual companies, § 2 — Jurisdiction of Commission — Electric codperative. 


Discussion of the limited jurisdiction of the Tennessee Commission over 
a nonprofit cooperative or electric membership corporation, p. 102. 


Expenses, § 33 — Capital amortization — Codperative electric organization. 
Discussion of amortization charges to customers by a nonprofit codperative 
or electric membership corporation for debt retirement on distribution 


facilities, p. 102. 


[January 23, 1941.] 


_ by customers of nonprofit codperative or electric 
membership corporation for order requiring service from 
a company-owned electric utility; denied. 


By the Commission: This matter 
came on to be heard on the 22nd day 
of November, 1940, upon the petition 
of T. F. Lance, a citizen of William- 
son county, Tennessee. The petition 
alleges that petitioner resides some 
three hundred yards from the town of 
Franklin in a small subdivision known 
as Myles Manor subdivision; that the 
Franklin Power and Light Company 
is a public utility serving Franklin and 
the territory immediately adjacent 
thereto, including a part of the afore- 
said subdivision ; that petitioner is now 
served by the Middle Tennessee Elec- 
tric Membership Corporation, a non- 
profit codperative or electric member- 
ship corporation; that the rates 
charged by said codperative are higher 
than those charged by the Franklin 
Power and Light Company; that said 
power and light company serves some 


of petitioner’s neighbors ; that at times 
there are interruptions in the service 
furnished to petitioner by the said 
membership corporation; that peti- 
tioner desires to obtain electric current 
from said power and light company 
and on numerous occasions has re- 
quested said company to furnish him, 
but that said company has advised pe- 
titioner that it had a contract or agree- 
ment with the said codperative or with 
the Tennessee Valley Authority, by 
which neither the codperative nor the 
power and light company would serve 
customers now being served by the 
other. Petitioner avers that said con- 
tract, if one exists, is contrary to pub- 
lic policy and that the same has not 
been approved by the Railroad and 
Public Utilities Commission ; that said 
power and light company is able to 
furnish his power needs; and that its 
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refusal to do so is a discrimination 
against him. 

There is also filed, as Exhibit “A”’ 
to the petition, a petition addressed to 
the Commission signed by twenty-four 
residents of Myles Manor subdivision, 
asking the Commission to order said 
power and light company to serve 
their electric needs, since the power 
company’s rates are alleged to be lower 
than the cooperative’s rates. Lance and 
the other petitioners are customers but 
not members of the cooperative. 

The answer of defendant Franklin 
Power and Light Company admits 
that it is a public utility, subject to the 
jurisdiction of the Commission; that 
it serves the town of Franklin and 
some territory adjacent thereto; that 
under a contract, dated May 15, 1939, 
by and between the Tennessee Valley 
Authority and said power company, 
approved by this Commission on Oc- 


tober 23, 1939, Par. 6 thereof provides 
that “the company (Franklin Power 
and Light Company) agrees that it 
shall in no event offer service in any 
locality now served by the Tennessee 


company (the Tennessee Electric 
Power Company)”; that under this 
contract the Franklin Power and Light 
Company purchased current from the 
Tennessee Valley Authority; that it 
has adhered to said contract and de- 
sires to continue to do so; that at the 
time of the signing of the former con- 
tract the petitioner Lance was served 
by the Tennessee Electric Power Com- 
pany and that subsequently the proper- 
ty of the said power company was ac- 
quired by the said codperative; that 
the above-quoted clause in the contract 
was reasonable and designed to protect 
the properties acquired or proposed to 
be acquired by the Tennessee Valley 
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Authority from the Tennessee Elec- 
tric Power Company to sell to the co- 
Operative, which also purchased and 
now purchases electricity from the 
Tennessee Valley Authority; and that 
the said Franklin Power and Light 
Company was justified in its refusal to 
serve petitioner Lance because of this 
said contract, same having been ap- 
proved by this Commission. 

At the hearing an appearance was 
entered for the Middle Tennessee 
Electric Membership Corporation by 
its attorney but no intervention was 
made by it. 

After the organization of the Ten- 
nessee Valley Authority, a government 
agency, and after electricity furnished 
by the authority was available, it be- 
came possible for the Franklin Power 
and Light Company, by purchasing 
power from the Tennessee Valley Au- 
thority and agreeing to resell it on 
standard Tennessee Valley Authority 
resale rates, to purchase power much 
cheaper and therefore resell it to its 
customers, the citizens of Franklin, at 
a greatly reduced rate. Consequently, 
the purchase of power from the Ten- 
nessee Electric Power Company or 
generation by operating the steam 
plant became impracticable, and the 
Franklin Power and Light Company 
negotiated a power purchase contract 
with the authority and on May 135, 
1939, entered into such contract. Up- 
on a hearing this Commission ap- 
proved the contract, since it appeared 
in the public interest and since it en- 
abled the Franklin Power and Light 
Company to successfully operate its 
plant and to resell electricity on base 
Tennessee Valley Authority rates, 
which are the lowest electric rates 
in existence in the state of Ten- 
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nessee now. It further appears that 
this contract is the standard Ten- 
nessee Valley Authority contract and 
that since it has been in effect it 
has saved the citizens of Franklin 
many thousands of dollars in reduced 
electric rates. 

By a contract dated the 12th day of 
May, 1939, the Tennessee Electric 
Power Company, which company 
prior to that time had served the peti- 
tioner Lance and the other parties set 
out in Exhibit “A,” entered into a 
contract whereby it agreed to sell to 
the Tennessee Valley Authority and 
a number of towns and rural electric 
cooperatives all of its facilities in Ten- 
nessee. In the subsequent conveyance 
the Tennessee Valley Authority re- 
tained the transmission lines and gen- 
erating facilities, and the towns and 
cooperatives purchased the respective 
parts of the distribution system. The 
Middle Tennessee Electric Member- 
ship Corporation purchased that part 
of the rural distribution system for- 
merly operated by the Tennessee Elec- 
tric Power Company outside the town 
of Franklin and in Williamson county, 
Tennessee. The cooperative is now 
purchasing its electricity from the 
Tennessee Valley Authority at the 
same rates and under practically the 
same contract as the Franklin Power 
and Light Company. 


In turn, the codperative is reselling 
the power to its customers on the 
standard Tennessee Valley Authority 


resale rates. These rates are the same 
as those of the power company, except 
that the codperative, being organized 
principally to serve rural areas, adds 
to the standard Tennessee Valley Au- 
thority rates an amortization charge 
of one cent per kilowatt hour on each 
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kilowatt hour used by its members up 
to the first 100, in order to pay off 
indebtedness incurred in the purchase 
of its distribution system. This 
amounts to a minimum charge of 25 
cents per month or a maximum charge 
of one dollar per month from its mem- 
ber customers as an amortization fee. 
To persons or customers being served 
by it who do not become members, in- 
cluding Lance and the other petitioners 
in this case, it charges the old rates in 
effect at the time the distribution sys- 
tem was operated by the Tennessee 
Electric Power Company, as it is au- 
thorized to do by Chap. 227 of the 
Public Acts of 1939. The act pro- 
vides that: “The rates to be charged 
such nonmember customers shall not 
exceed the rates they were being 
charged at the time said electric facili- 
ties were acquired by the electric mem- 
bership corporation.” 

It appears from the testimony that 
after the transfer of the property from 
the Tennessee Electric Power Compa- 
ny to the codperative and in the adjust- 
ment of the exchanged properties, there 
were some interruptions of service 
which caused annoyance to the peti- 
tioners. Lately the service of the co- 
Operative has improved, according to 
the evidence, but not to the entire satis- 
faction of the petitioners. 

It further appears that Myles Man- 
or subdivision, where petitioners re- 
side, is served in the main by the co- 
Operative as a result of its purchase of 
the lines involved from the Tennessee 
Electric Power Company. However, 
some of the customers on the north 
side of the subdivision loop are served 
by the Franklin Power and Light 
Company by a line extending from its 
service lines to the Dortch Stove 
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Works. There is an irregular divid- 
ing line between the areas served by 
the codperative and by the power com- 
pany, this line being established by the 
Tennessee Electric Power Company 
and the Franklin Power and Light 
Company before the creation of the 
cooperative. It appeared to the Com- 
mission at the time of the hearing that 
the establishment of a definite bound- 
ary line would be in the public interest. 
Accordingly, the Commission suggest- 
ed a conference for the purpose of 
working this out. But the conference 
did not accomplish this result, since it 
appeared that there would be extreme 
difficulty in transferring customers 
from the power company to the coop- 
erative and vice versa. 

The Middle Tennessee Electric 
Membership Corporation is a general 
welfare nonprofit codperative, formed 
under Chap. 231 of the Public Acts of 
1937 and converted and now operating 
under Chap. 176 of the Public Acts of 
1939, which act provides for the for- 
mation of cooperative, general wel- 
fare, membership corporations for the 
purpose of supplying electric energy 
and promoting and extending the use 
thereof. Sections 29 and 30 of the 
latter act provide: 

“Section 29. Exemption from 
Taxes. Be it further enacted, that 
nothing in this act contained shall be 
construed to exempt cooperatives and 
foreign corporations transacting busi- 
ness in the state pursuant to this act 
from ad valorem property taxes, and 
assessment schedules for such property 
shall be filed with the Railroad and 
Public Utilities Commission, and the 
payment of such taxes shall be in lieu 
of all other taxes of every kind or na- 
ture whatsoever unless it is otherwise 


specifically provided by law that such 
other tax or taxes shall be applicable 
to cooperatives formed or foreign cor- 
porations transacting business pursu- 
ant to this act. 

“Section 30. Exemption from Ju- 
risdiction of the Railroad and Public 
Utilities Commission. Be it further 
enacted, that codperatives and foreign 
corporations transacting business in 
this state pursuant to this act shall be 
deemed to be general welfare codpera- 
tives and nonutilities, and, except as 
provided in § 29 of this act, exempt 
in all respects from the jurisdiction 
and control of the Railroad and Pub- 
lic Utilities Commission of this state.” 

Accordingly, the Railroad and Pub- 
lic Utilities Commission has no juris- 
diction over the cooperative of this 
case except to assess it for taxes. 

It further appears from the testi- 
mony that any person served by the 
cooperative and desiring to do so may 
become a member of the cooperative 
and be served on the existing Tennes- 
see Valley Authority standard rates, 
plus the amortization charge. Each 
person becoming a member of the non- 
profit codperative in turn owns a share 
of the codperative. An examination 
of the statutes reveals that there is no 
personal liability on a member other 
than the membership fee, which in the 
case of this cooperative is $10. 

Under the conditions involved in 
this case, it should be emphasized that 
the electric energy rates of members 
of the Middle Tennessee Electric 
Membership Corporation are exactly 
the same as those of customers of the 
Franklin Power and Light Company. 
Furthermore, the petitioners, by be- 
coming members of the codperative, 
could avail themselves’ of the lower 
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rates for members instead of the high- 
er rates for nonmember customers. If 
the application of the petitioners were 
granted by this Commission, they 
would not be able to secure power 
cheaper from the company than they 
could from the codperative which now 
serves them. Instead, they would sim- 
ply be relieved from a reasonable amor- 
tization charge by the codperative, 
which charge is not for electric power 
but for debt retirement on distribution 
facilities in which each member of the 
cooperative has an _ ever-increasing 
equity. On the other hand, the cus- 
tomers of the private company have 
no equity in its property and therefore 
pay no amortization charge for debt 
retirement. In effect, the application 
of the petitioners does not represent an 
attempt to secure lower electricity rates 
but rather an unwillingness to join a 
codperative and to pay their pro rata 


share on a cooperative property pur- 
chase. There is here presented a case 
of aversion against participation in a 
program of rural electrification which 
has demonstrated its benefits through- 
out Tennessee and other parts of the 
country. 


Co6peratives in Tennessee distribut- 
ing TVA power have followed the pol- 
icy of liquidating their long-term obli- 
gations to the TVA and to the Rural 
Electrification Administration through 
added amortization charges to custom- 
ers. When these charges are collect- 
ed they are applied to the redemption 
of serial bonds or are transmitted 
periodically to creditors. Credits for 
the receipts are made to: (a) an indi- 
vidual membership account where the 
equity of the member is required to be 
accounted for separately; (b) con- 
tributed capital for the retirement of 
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debt where customers do not acquire 
individual equities; and (c) other in- 
come when the collections are for the 
retirement of debt incurred prior to 
the beginning of service from TVA. 
The Commission feels that this policy 
is equitable and sound. 
The program of this codperative is 
a part of the general program in the 
state by which electricity is being made 
generally available to all rural sections 
of the state, and through this program 
the percentage of rural customers now 
served has been very greatly increased 
since the inauguration of the program. 
[1] The Commission approved the 
contract of May 15, 1939, between the 
Tennessee Valley Authority and 
Franklin Power and Light Company. 
It appeared at that time that the con- 
tract was in the public interest, and 
since that time the contract has ac- 
tually resulted in large savings to the 
customers and residents of Franklin, 
Tennessee, in electric rates. The con- 
tract prohibited the Franklin Power 
and Light Company from serving the 
petitioner or any of the parties set out 
in Exhibit “A” (since they had previ- 
ously been served by the Tennessee 
Electric Power Company), and the 
Commission is of the opinion that it 
should not now disturb the contract. 
[2] It has long been the public pol- 
icy of the state of Tennessee to prevent 
unwarranted competition between op- 
erating utilities within the state. The 
legislature gave sanction to this policy 
by its enactment in 1923 of a statute 
prohibiting public utilities from the 
operation of services already being 
furnished by other public utilities. 
Acts of 1923, Chap. 87; Code of 1932, 
§§ 5502-5508. This statute provides: 
“No public utility shall establish or 
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begin the construction of, or operate 
any line, plant, or system, or route in 
or into a municipality or other terri- 
tory already receiving a like service 
from another public utility, or estab- 
lish service therein, without first hav- 
ing obtained from the Railroad and 
Public Utilities Commission, after 
written application and hearing, a cer- 
tificate that the present or future pub- 
lic convenience and necessity require 
or will require such construction, es- 
tablishment, and operation, and no 
person or corporation not at the time a 
public utility shall commence the con- 
struction of any plant, line, system, or 
route to be operated as a public utility, 
or the operation of which would con- 
stitute the same, or the owner or oper- 
ator thereof, a public utility as defined 
by law, without having first obtained, 
in like manner, a similar certificate; 
provided, that this section shall not be 
construed to require any public utility 
to obtain a certificate for an extension 
in or about a municipality or territory 
where it shall theretofore have law- 
fully commenced operations, or for an 
extension into territory, whether with- 
in or without a municipality, contigu- 
ous to its route, plant, line, or system, 
and not theretcfore receiving service of 
a like character from another public 
utility, or for substitute or additional 
facilities in or to territory already 
served by it.” 

Such a public policy and such legis- 
lation were a necessity to protect the 
public from overlapping competitive 
conditions. Orderly development of 
utility services through recognition of 
territorial rights throughout the state 
became a possibility and a reality as a 
result of this policy and this statute. 
Identical electric rates never existed 
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between companies rendering electric 
service in the state. At the territorial 
boundaries between these companies 
were frequently found neighbors 
served by two different companies and 
upon two different rate structures. 
The agreement described in this record 
in the answer of the defendant simply 
gives continuing effect to this policy, 
and in doing so preserves orderly re- 
lationships between distributors of 
electricity in the state, whether these 
distributors be private corporations or 
public agencies. If two public utilities 
were involved in such a controversy as 
this, the Commission would deny the 
petition, since if it were granted there 
would be a tendency to lapse into com- 
petitive ways in which the laws of the 
jungle alone would prevail and the 
public would be the ultimate sufferer. 
In accordance with statutory pro- 
visions already cited, this Commission 
has no jurisdiction over electric mem- 
bership codperatives and the statutes 
under which they are established spe- 
cifically provide that these bodies are 
nonutilities. But this should not de- 
prive them of the protection afforded 
by §§ 5502-5508 of the Code of 1932, 
nor of the public policy to which this 
enactment gave expression. The area 
in which these petitioners reside is one 
which should normally and properly 
belong to the territory of the codpera- 
tive. Fortuitous circumstances alone 
caused the Franklin Power and Light 
Company to render domestic service 
along the fringe of the territory of the 
cooperative to four isolated customers, 
each of whom was served from a line 
whose chief function was service to an 
industrial plant, Dortch Stove Works. 
There is no reason why the Com- 
mission should go out of its way to 
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disturb the relationship existing be- 
tween the company and these four cus- 
tomers. However, for future service, 
as new homes are established in this 
particular area, a policy should be 
adopted by the company that recog- 
nizes the territorial rights of the coop- 
erative in this area. The Commission 
is satisfied that this will be the attitude 
and the policy of the company, judging 
from its expressed attitude in the rec- 
ord of the instant case. 

Much has been said by uninformed 
persons about invasion of the territory 
of existing distribution companies by 
various agencies representing the Fed- 
eral government. This Commission, 
which has been in a position to follow 
closely the growth of the public power 
movement in Tennessee, knows that 
the TVA and the REA have scrupu- 
lously followed, both in letter and in 


spirit, a policy of refusing to enter 
fields of competition with private com- 
panies adequately rendering service in 


this state. In order to avoid direct 
competition these agencies have fi- 
nanced the purchase of existing pri- 
vate facilities to make possible an in- 
tegrated and efficient public system. 
The report of the Rural Electrification 
Administration for the year 1939 
states : 

“Such purchases are incidental to 
the essential purpose of reaching un- 
served persons and are deemed an ap- 
propriate means to that end. In all of 
such instances a considerable number 
of farmers and other residents of rural 
areas would have no prospect of elec- 
tric service unless such existing facili- 
ties were incorporated in the codpera- 
tive project. A collateral advantage 
of such purchases, although not the 
reason for them, is the fact that the 
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business along such existing lines is 
usually attractive. Such ‘cream’ areas, 
when incorporated within a new and 
larger rural project, can be averaged 
with ‘thin’ areas which in themselves 
would not be self-liquidating, and 
which otherwise might be excluded 
from electric service for a long time.” 

Since this is the policy followed uni- 
formly in this state by public distribu- 
tion agencies of electricity, there is an 
additional obligation upon privately 
owned utilities and upon this Commis- 
sion to impose similar restrictions 
against tendencies of unbridled com- 
petition. 

In a former case involving a terri- 
torial controversy between a private 
company and an electric cooperative, 
Re West Tennessee Power & Light 
Co. (1937) 18 PUR(NS) 369, 372, 
this Commission declared: 

“Tt appears, upon all the facts ad- 
duced at the hearing, that there is a 
grave probability that the authoriza- 
tion of the three proposed extensions 
of the West Tennessee Power & Light 
Company would seriously injure the 
program of the Southwest Tennessee 
Electric Membership Corporation. It 
would not only deprive this corpora- 
tion of certain customers which it al- 
ready has under contract, but in doing 
so it would increase the difficulty of 
extending service to other proposed 
customers who reside slightly further 
on and are proposed to be served by 
the codperative, and would render the 
cost of furnishing service to certain 
groups uneconomical and prohibitive. 

“Under this showing it would ap- 
pear that the greater good to the great- 
er number would be best served by 
denying to the power company the au- 
thority to construct the lines petitioned 
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for even though this denial may tem- 
porarily embarrass some of the pro- 
spective customers who would immedi- 
ately obtain electric service otherwise.” 

These same principles are properly 
applicable in the present case. The 
Commission is of the opinion that it 
would not be good public policy, nor in 
the public interest, for it to order a 
public utility under its jurisdiction to 
serve a customer already being served 
adequately by a cooperative not under 
its jurisdiction. Such a decision would 
establish a precedent which would seri- 
ously injure the program of rural elec- 
trification being carried on in the state 
of Tennessee and all over the United 
States under the Rural Electrification 
Administration. It would not be in 
the public interest for the Commission 


to interfere with this program or to 
handicap it in any way. If the Frank- 
lin Power and Light Company were 
ordered to serve petitioners, they 
would be able to “‘save” only the small 
sum amounting to the amortization fee 
charged each month by the coopera- 
tive. This would not justify the Com- 
mission in establishing a dangerous 
precedent which might result in unnec- 
essary duplication of service and eco- 
nomic waste and which might hinder 
the program of rural electrification 
being carried on throughout the state. 

It is therefore ordered that the peti- 
tion for an order requiring the Frank- 
lin Power and Light Company to fur- 
nish applicants with electric and power 
needs be, and the same is hereby, de- 
nied. 





NORTH DAKOTA PUBLIC SERVICE COMMISSION 


Re Central Light & Power Company 


[Case No. 3802.] 


Valuation, § 155 — Overheads — Electric utility. 


1. Overhead costs of an electric utility amounting to 25 per cent of total 
construction cost were held to be excessive, p. 109. 


Valuation, § 202 — Unused property — Plant and structures. 


2. Parcels of land and a structure formerly used by an electric company 
as a production plant but no longer so used should be excluded from the 
rate base as property not used or useful in the rendition of public utility 
business, p. 110. 


Evidence, § 3 — Judicial notice — Cost of franchises and consents. 


3. The Commission can take judicial notice of the fact that many towns 
paid a utility to extend its services to them, p. 110. 


Valuation, § 327 — Franchises and consents. 
4. Claims for franchises and consents should be disallowed in determining 
the rate base of an electric company when it is not shown that expenditures 
for these items have been charged to plant account or paid out of operating 
expenses, particularly in view of the fact that many towns » the utility 
to extend its services, p. 110. 
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Valuation, § 143 — Organization costs — Merged organizations. 
5. Organization costs of a corporation merged into another corporation 
should not be retained on the books of the new company, and such costs 
should be eliminated from the rate base, particularly when there is a lack of 
proof as to such costs, p. 110. 

Depreciation, § 13 — Basis —Revenues — Depreciable property. 
6. Depreciation accruals should be based on depreciable property instead of 
operating revenues, p. 111. 

Depreciation, § 32 — Straight-line method. 
7. The better method of calculating annual depreciation accruals is straight- 
line depreciation accounting, p. 111. 

Depreciation, § 51 — Electric utility. 
8. An electric utility was required to compute annual depreciation on a 4 
per cent straight-line basis, p. 111. 

Depreciation, § 14 — Basis — Historical cost. 
9. Annual depreciation expense allowance on the straight-line basis should 
be computed on the historical cost of depreciable property, as any other 
basis would be an illusionary and fluctuating standard, p. 111. 

Valuation, § 90 — Accrued depreciation — Necessity of deduction. 


10. The rate base should be a depreciated figure when allowance is made 
in operating expenses for annual depreciation on the straight-line basis, 
p. 111. 

Depreciation, § 1 — Definition. 
11. Depreciation is the loss in service value, not restored by current main- 
tenance, incurred in connection with the consumption or prospective re- 
tirement of the utility plant in the course of service from causes which are 
known to be in operation and against which the utility is not protected by 
insurance, p. 111. 

Valuation, § 333 — Going concern value. 
12. An electric utility which is a going operating public utility must be 
valued for rate making upon that basis, p. 113. 

Valuation, § 331 — Going concern value — Burden of proof. 
13. A company claiming a separate allowance for going concern value must 
furnish convincing proof thereof, p. 113. 

Valuation, § 347 — Going concern value — Proof — Development cost. 


14. A calculation of the amount of going concern value based on expendi- 
tures of time and expense by the company in the development of its busi- 
ness and deficiency in net earnings in the early years of the company, with- 
out evidence as to whether the cost has been paid for in prior years out of 
operating expenses, is unconvincing and not a foundation for going concern 
value, p. 113. 


Valuation, § 300 — Materials and supplies. 
15. A public utility should be allowed to earn a return on the investment it 
must make in materials and supplies which must be kept on hand for the 
ordinary conduct of its operations, p. 113. 
Valuation, § 289 — Cash working capital — Definition. 
16. Cash working capital is that amount of money necessary to finance the 
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ordinary operation of the utility during the rendering of service and before 
payment for such service is made, p. 113. 


Valuation, § 296 — Cash working capital — Relation to operating expenditures. 
17. The necessary cash working capital of an electric utility was ascer- 
tained by taking six weeks of average operating expenditures where a lag 
of about six weeks would exist between expenditures and reimbursments, 


p. 113. 


Valuation, § 250 — Contributions in aid of construction. 


18. The amount of money contributed to a public utility company by cus- 
tomers for the purpose of construction should be excluded in determining 


the rate base, p. 114. 


Expenses, § 70 — Maintenance and replacements — Property paid for by cus- 


tomers. 


19. Expense of maintenance and depreciation should be allowed as an op- 
erating expense in connection with property constructed by contributions 
of customers, where the property so constructed belongs to the company 
and the company is charged with the cost of maintenance and replacements, 


p. 114. 


Valuation, § 30 — Measures of value — Historical and reproduction cost. 


20. Historical cost and cost of reproduction, together with all other ele- 
ments, must be considered in determining fair value for rate making, p. 


114. 
Return, § 87 — Electric utility. 


21. A return of 6 per cent was held to be adequate for an electric utility in 
view of the present money market, the yield of corporate bonds and stock, 
the yield of government bonds, and interest rates in the utility field, 


p. 115. 


[December 30, 1940.] 


geet oncend of rates of electric utility; no justification 
found for lowering present rates. 


By the Commission: The above- 
entitled matter came on for hearing be- 
fore the Commission, pursuant to good 
and sufficient notice mailed to all in- 
terested parties, at 10 o'clock a. M., 
October 4, 1940, at Harvey, North 
Dakota, at which time and place the 
following appearances were entered: 

James M. Hanley, Bismarck, ap- 
pearing as Commerce Counsel for the 
Public Service Commission of the 
state of North Dakota; W. A. Smith, 
Dubuque, Iowa, appearing as Attor- 
ney for the Central Light & Power 
Company; Herman J. Herzog, Chi- 
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cago, Illinois, appearing for the Cen- 
tral Light & Power Company; Perry 
Wahl, Harvey, appearing for the 
Central Light & Power Company; J. 
W. Campbell, West Union, Iowa, ap- 
pearing for the Central Light & Pow- 
er Company; Ray Clark and Atlee 
Tanner, Fessenden, appearing for the 
city of Fessenden; L. B. Molander, 
Harvey, appearing as Mayor of the 
city of Harvey; G. N. Neison, Har- 
vey, appearing in behalf of the city 
council of Harvey; H. T. Hirsch, 
Anamoose, appearing for the city 
council of Anamoose; Victor V. 
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Stiehm, Drake, appearing for the city 
of Drake; Helmuth Eckart, Martin, 
appearing as Mayor of Martin; Robert 
W. Carlson, Chief Engineer, and Al- 
bert V. Hartl, Chief Accountant, ap- 
pearing for the Public Service Com- 
mission, Bismarck. 


These proceedings were instituted 
by the Commission on its own motion 
for the purpose of ascertaining the 
reasonableness and justice of rates and 
charges for electric service furnished 
by the respondent and for the further 
purpose of determining the value of 
the property used and useful in the 
production and distribution of elec- 
trical energy. 

The Central Light & Power Com- 
pany is an electric public utility com- 
pany organized and existing under 
and by virtue of the laws of the state 
of Delaware. It furnishes electric 
service in its Garrison division to Un- 
derwood, Coleharbor, Max, and Gar- 
rison. In its Harvey division, it fur- 
nishes such service to Cathay, Emrick, 
Fessenden, Harvey, Manfred, Ham- 
berg, Martin, Anamoose, and Drake. 
All of the said points are within North 
Dakota. The company has no physi- 
cal connection with any other electric 
utility. It has approximately 122 
miles of transmission line and about 
2,320 customers. 

A detailed inventory, appraisal, and 
audit of the company was made by the 
Commission staff pursuant to a resolu- 
tion of the Commission. The valua- 
tions were served upon the company 
prior to the time set for the hearing. 
The inventory and appraisement were 
made as of August 31, 1939, and sub- 
sequently brought down to July 1, 
1940, by an inventory and appraise- 
ment of addition between those dates. 
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Valuation 

Mr. Robert Carlson, chief engineer 
of the Public Service Commission in- 
troduced in evidence Exhibit 1, which 
is an inventory and historical cost ap- 
praisal of the physical property of the 
company used and useful as of August 
31, 1939. Exhibit No. 2 brings down 
to July 1, 1940, the inventory and ap- 
praised value of the property of the 
company, and likewise contains a sum- 
mary of historical cost and cost of 
reproduction together with deprecia- 
tion schedules. 

The utility introduced in evidence 
Exhibit No. 5, which is comparable to 
Exhibit No. 1, and constitutes an in- 
ventory and historical cost appraisal 
of the company. Exhibit 6 is an ex- 
hibit of the company showing the cost 
of reproduction new less depreciation 
as of August 31, 1939. The company 
offered no evidence as to net additions 
since that date. 

The summary of Exhibits Nos. 1 
and 2 shows the following: 


ene Cost as of August 31, 

939 

Net Additions to July 1, 1940 
Total Historical Cost 


Cost of Reproduction as of August 
31, 1939 
Net Additions to July 1, 1940 


Total Reproduction Cost 


Overheads 

[1] The Commission engineer tes- 
tified that the records of the company 
showed an overhead cost in the con- 
struction of the Harvey plant, which 
was built in 1930, of $55,000. He tes- 
tified that this amounted to approxi- 
mately 25 per cent of the total con- 
struction cost and considered this 
amount to be excessive, and therefore 
reduced in his calculations as to cost 
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the overhead cost by an amount of 
$12,000. The testimony further 
shows that the entire amount of $55,- 
000 was not paid to the management 
and engineering company but prob- 
ably includes all of the expenses of the 
company which are properly classified 
as overheads during the constructions. 
The witness did not question the pay- 
ment but merely criticized the amount 
thereof. 

In the case of the construction of 
the production plant at Garrison, the 
total cost was $110,000. The com- 
pany carries on its books an overhead 
expenditure of $28,000. Engineer 
Carlson reduced this amount by $4,- 
000, leaving a total of $24,000. This 
was done upon the same reasoning as 
in the case of the Harvey plant, and 
upon the ground that the overhead 
costs were out of proportion with the 
cost of the plant. 

The Commission finds that the 
overhead cost of $55,000 in the con- 
struction of the Harvey plant and an 
overhead cost of $28,000 in the con- 
struction of the Garrison plant are ex- 
cessive, being more than a justifiable 
percentage of the entire construction 
cost. The company made no attempt 
to justify the expenditures. 

The Commission, therefore, will 
allow as overhead at these two plants 
the sum of $43,000 for the Harvey 
plant, and the sum of $24,000 for the 
Garrison plant. 


Investment and Fund ‘Accounts 


[2] The utility through Witness 
Herzog claimed an item of $3,599 new 
and $2,311 less depreciation under the 
heading “Investment and Fund Ac- 
counts.” The witness admitted that 
these items covered investment in sev- 
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eral parcels of land and a structure 
formerly used as a production plant 
but no longer so used. The property 
covered by these items is not used or 
useful in the rendition of public util- 
ity business and will be disallowed. In 
this position the witness of the com- 
pany agreed. 


Intangible Plant 


[3-5] The utility also claims $8,- 
000 for “Organization” and $4,383 
for “Franchises and Consents.” Nei- 
ther of these figures is depreciated in 
the company’s exhibit. The witness 
stated that these items covered the cost 
of obtaining certificates, fees and ex- 
penditures for incorporation, fees and 
expenditures for mergers, office ex- 
pense incident to organization of the 
utility. He stated that he had found 
no actual cost figures to support such 
items. He stated that the item of 
$8,000 was an estimate based upon 
organization costs of somewhat simi- 
lar utilities. As to the item of $4,383 
he stated that that was an estimate of 
what should have been spent in time 
and expenses of company officials and 
employees in securing franchises and 
consents in the various communities 
served. He stated that the estimate 
was based upon statements of indi- 
viduals in the corporation who took 
part or were able to recall such time 
and expense expended. 

The witness admitted that he had 
never had any experience in the organ- 
ization or development of utility com- 
panies in North Dakota, that he did 
not know the fees charged by the 
state, cities, or lawyers in North Da- 
kota. As to the expenditures for fran- 
chises and consents the witness was 
unable to state whether such expen- 
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ditures had been paid for out of the 
operating expenses of the company 
and stated that if they were allowed 
under this item that then they should 
be so deducted and that he had made 
no such deduction. A good deal of 
the attempted justification for these 
costs was that there are difficulties in 
securing franchises and the larger the 
city the greater the difficulty because 
of the greater number of people to sat- 
isfy. As a matter of fact it is com- 
mon knowledge, and a fact that this 
Commission can take judicial notice 
of, that in North Dakota, many towns 
pay the utility to extend its services to 
it. The difficulty is generally on the 
other side and any cost that there 
might be is paid for by the city. 

The records of this utility on file 
with the Commission, which were 
stipulated as part of this record, show 
that the present company was not the 
original company and any organiza- 
tion there might be is barred in the 
various transfers of the original com- 
pany to the present one. Public Util- 
ity Commissions generally hold that 
organization costs of a corporation 
merged into another corporation 
should not be retained on the books of 
the new company. In addition the 
claim for these items is too specula- 
tive and the proof lacking in proba- 
tive value. The items will be disal- 
lowed. 


Accrued Depreciation 


Commission Exhibit No. 2, on page 
12, shows the histcrical cost less de- 
preciation with net additions to July 
1, 1940. This is tabulated as follows: 


Historical cost with net additions . - 378 
Depreciable property 829,983 
Accrued depreciation 116,389 
Depreciated value 722,989 


The cost of reproduction less depre- 
ciation with net additions to July 1, 
1940, is as follows: 

Cost of reproduction with net addi- 

tions $960,775 
Depreciable property 
Accrued depreciation 
Depreciated value 

‘In determining the accrued depre- 
ciation, neither real estate nor the net 
additions to July 1, 1940, were con- 
sidered, the first because of statute and 
the second because of the recent in- 
stallation are considered in 100 per 
cent condition. 


Statute 


Section 4609c37 of the Compiled 
Laws of the state of North Dakota, 
1935, specifies certain items to be 
found by the Commission in determin- 
ing fair value of the property of a pub- 
lic utility. They are as follows: 


Subsection (a) Land 

Subsection (b) and (c) (See Ex- 
hibit No. 

Subsection (a) Reproduction cost as 
of July 1, 1940, less land 

Subsections (e) and (f) 
Reproduction cost as of July 1, 

1940, less land 

Depreciation 


127,815: 


Depreciated cost of reproduction 
less land 
Subsection (g) (See below) 


Depreciation 


[6-11] Exhibit No. 3 shows a con- 
densed income statement for the twelve 
months ending July 30, 1940. These 
figures were taken from the books of 
the company. The company set aside 
during that year as “Provision for re- 
tirement” the sum of $6,283.99. 
This item is the same as referred to 
by the witnesses as annual accrual for 
depreciation expense. The company, 
up to the present time, has determined 
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its annual depreciation accrual at a 
rate of 5 per cent of operating reve- 
nues. This method and percentage 
have failed to provide for the actual 
retirements which have been made by 
the company. 

The better method of calculating 
annual depreciation accruals is 
straight-line depreciation accounting, 
which should be determined in this 
case upon a basis of 4 per cent per an- 
num of the original cost of the depre- 
ciable property. This figure as of the 
time of the hearing would amount to 
$33,200. 

The failure to provide for adequate 
depreciation expense results in either 
deterioration of the property or bor- 
rowing from other funds or outside 
sources in order to secure the funds 
necessary to keep the property in op- 
erating condition. 

The Commission recommends, 
therefore, that the company establish 
its accounting for depreciation upon 
the straight-line method and use, as a 
basis, 4 per cent as the composite de- 
preciation rate. 

In line with the above findings and 
from a study of Exhibit 3 and other 
pertinent material contained in the 
testimony, the Board finds that an an- 
nual depreciation expense allowance of 
4 per cent will compensate the utility 
for all factors of depreciation existing 
in its property. This percentage is ar- 
rived at by computing composite fig- 
ures for all plant accounts. The de- 
preciable property is tabulated by in- 
dividual accounts and average life fig- 
ures are set up for each class. The an- 
nual rate is then applied to each ac- 
count and the result is the annual ac- 
crual. The total annual accrual for 
each department is then determined 
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and this figure divided by the depreci- 
able property figure resulting in the 
average annual rate of 4 per cent. The 
total annual depreciation expense al- 
lowance will be computed on the his- 
torical cost basis of the depreciable 
property by applying to such historical 
cost the rate referred to. This will 
result in a calculation of 4 per cent ap- 
plied to the historical cost less land 
with net additions to July 1, 1940; or 
a total depreciable property of $829,- 
983. and an annual depreciation ex- 
pense of $33,200. 

The same factors which cause an- 
nual depreciation are also responsible 
for the accrued depreciation or ac- 
crued loss in service value. Conse- 


quently, if it is necessary and proper 
to make allowance in operating expen- 
ses for annual depreciation, the same 
reasoning would indicate that the rate 
base should be a depreciated figure. 


As applied to a depreciable utility 
plant, depreciation is the loss in serv- 
ice value not restored by current main- 
tenance and incurred in connection 
with the consumption or prospective 
retirement of the utility plant in the 
course of service from causes which 
are known to be in operation and 
against which the utility is not pro- 
tected by insurance. Sound, consist- 
ent accounting would indicate that 
such depreciation must be computed 
on historical cost of the property. Any 
other basis would be an_ illusionary 
and fluctuating standard. The pur- 
pose of the annual accruals for depre- 
ciation is to replace by money physical 
property of the company used in the 
public service, and if additional funds 
are needed to replace the depreciated 
physical property with other physical 
property in order to maintain a going 


rt 





a @&- 2 


RE CENTRAL LIGHT & POWER CO. 


plant, then such additional funds must 
come by way of additional investment 
from the owners. 

For these reasons, this Commission 
in its computation of annual depreci- 
ation expense, and in its deduction for 
accrued depreciation will proceed 
from an historical cost base. 


Going Concern Value 


[12-14] The utility here under in- 
vestigation is a going operating public 
utility and the final fair value of the 
property of the company must be up- 
on that basis. 

Mr. Herman J. Herzog in testifying 
on behalf of the utility, made a claim of 
$25,000 as a separate item for going 
concern value. 

It is incumbent upon the company 
claiming a separate allowance for go- 
ing concern value to furnish convinc- 
ing proof thereof. St. Joseph Stock 
Yards Co. v. United States (1936) 
298 US 38, 80 L ed 1033, 14 PUR 
(NS) 397, 56S Ct 720. Mr. Herzog 
testified that he calculated the figure 
at $25,000 for going concern value 
from expenditures of time and ex- 
pense by the company in the develop- 
ment of its business and deficiency in 
net earnings in the early years of the 
company. He was unable to state as 
to whether or not the cost of the devel- 
opment of the business had been paid 
for in prior years out of operating ex- 
penses, and produced no evidence, fig- 
ures or facts that they had not been 
paid for thus. He had no knowledge 
as to whether or not there were defi- 
cits in the early years of the company, 
what the rates were, or the number of 
customers. . 


Such evidence as was given to sub- 
stantiate a separate item for going con- 
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cern value has no foundation and is 
unconvincing. The company has not 
sustained the burden of proof on this 
item and it will be disallowed. See 
Driscoll v. Edison Light & P. Co. 
(1939) 307 US 104, 83 L ed 1134, 
28 PUR(NS) 65, 59 S Ct 715; Pub- 
lic Utility Comrs. v. New York 
Teleph. Co. 271 US 23, 70 L ed 808, 
PUR1926C 740, 46 S Ct 363; Galves- 
ton Electric Co. v. Galveston, 258 US 
388, 66 L ed 678, PUR1922D 159, 
42 S Ct 351. 


Materials and Supplies 


[15] It is proper that the utility be 
allowed to earn a return on the in- 
vestment it must make in materials 
and supplies which must be kept on 
hand for the ordinary conduct of its 
operations. Commission Accountant 
Hartl recommends a figure of $7,500, 
which is an average of the last three 
calendar years. It appears from the 
records and testimony that an allow- 
ance of $7,500 for materials and sup- 
plies is a proper allowance based upon 
past experience and will be allowed for 
future operations. 


Cash Working Capital 


[16, 17] Cash working capital is 
that amount of money necessary to fi- 
nance the ordinary operation of the 
utility during the rendering of service 
and before payment for such service 


is made. The testimony in this case 
would indicate that a lag of about six 
weeks between expenditures and re- 
imbursements exists in the case of 
this utility. The necessary cash work- 
ing capital is ascertained by taking 
six weeks of average operating expen- 
ditures. 
From such calculations the Com- 
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mission finds that an allowance of 
$9,000 for cash working capital will 
be sufficient for future operations. 


Contributions in Aid of Construction 


[18, 19] The company carries on 
its books a figure of $1,655.15, which 
is labeled “contributions in aid of con- 
struction.” Mr. Hartl testified that 
no part of this amount has been re- 
funded to the utility customers con- 
tributing the same. The amounts 
making up this fund are composed of 
moneys contributed to the company by 
customers for the purpose of construc- 
tion. The stockholders of the com- 
pany have not in these instances ad- 
vanced their own funds for these pur- 
poses, and therefore such funds should 
be excluded in determining the rate 
base upon which the utility is entitled 
to earn a return. 

It appears to the Commission that 
it is manifestly unfair and discrimina- 
tory as to other ratepayers to permit 
a utility to collect a return from the 
public upon money contributed by oth- 
er than the owners of the property. 
To permit such return would be to al- 
low the company to collect funds for 
construction and then to secure from 
the public a return on the value of that 
property. The Commission finds that 
the item “Contributions in Aid of Con- 
struction,” should be deducted from 
the value of the property in determin- 
ing the rate base. 

In view of the fact, however, that 
the property constructed by such con- 
tributions belongs to the company and 
the company is charged with the cost 
of maintenance and replacements, the 
inclusion of expense of maintenance 
and depreciation in the operating ex- 
penses of the company will be allowed. 
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Fair Value 


[20] In determining fair value all 
elements must be considered. It is a 
determination of what, under all the 
facts and circumstances of the case, is 
a just and equitable amount on which 
the return allowed the corporation is 
to be computed. This Commission 
has consistently followed the rule laid 
down in Smyth v. Ames (1898) 169 
US 466, 42 L ed 819, 18 S Ct 418, 
requiring that historical cost and cost 
of reproduction be considered and giv- 
en due weight. In this decision we 
have weighed them together giving to 
each such weight as in our judgment 
is necessary and proper to arrive at a 
fair value of the property of this util- 
ity as a going and operating electric 
public utility. 

In keeping with these principles, the 
Commission has in its judgment 
weighed the historical cost and the 
cost of reproduction undepreciated, 
and giving due consideration to the 
company as a going and operating 
utility, has arrived at a present fair 
value of the property of the company 
of $875,000. 


Rate Base 


The rate base is computed as fol- 
lows: 
Reproduction Cost with net Addi- 
tions 
Historical Cost with net Additions .. 
Fair Value 


Less: 
Accrued Depreciation ... $116,389 
Contributions in aid of 
1,665 118,054 


construction 
Sub Total $756,946 


Add: 
Materials and Supplies ... $7,000 
Cash Working Capital .... 9,000 16,000 


Rate BAse) iv icccseec Peeve ve $772,946 


$960,775 
839,378 
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Operating Revenues and Expenses 


The gross operating revenues, ex- 
penses, and net operating income be- 
fore depreciation are as follows: 


$133,008.70 


Gross Operating Revenues 
93,179.40 


Gross Operating Expenses 


Net Operating Income before Depre- 

ciation $39,829.30 

This company since 1935 has en- 
joyed a slow but steady increase in 
gross operating revenue and contrary 
to the general trend during the same 
period, the general expense of the com- 
pany has decreased somewhat. The 
Commission therefore finds that the 
above revenue and expense figures 
can be safely projected into the fu- 
ture. 


Rate of Return 


[21] From a study of the present 
money market, the yield of corporate 
bonds and stocks, the yield of govern- 
ment bonds and interest rates in the 
utility field, the Commission finds that 


a 6 per cent return is an adequate re- 
turn on the rate base shown herein. 
Upon that basis, the total revenue re- 
quirement of this utility to produce the 
above rate of return is as follows: 
Gross operating expenses 

Depreciation (4% Depreciation on 


depreciable property) 
6% Return on rate base 


$172,756 
133,009 


Revenue requirement 
Actual revenue 


Actual Return on Rate Base 


Actual Net Operating Revenue .... $39,829 


Less: 

Depreciation expense 
Net Operating Income 
$6,629 + $772,946 = 0.85 per cent (actual rate 

of return) 

On the basis of such anticipated 
revenue requirement, as compared to 
the actual net operating income now 
being earned, we find that there is no 
justification for a lowering of the 
present rates of this utility. 

And it is so ordered. 





CALIFORNIA DISTRICT COURT OF APPEAL, SECOND DISTRICT, 
DIVISION I 


LeRoy E. Carpenter et al. 


Los Angeles Gas ® Dlewwic Corporation 


[Civ. 12085.] 
(— Cal App (2d) —,106 P(2d) 916.) 


Service, § 138 — Discontinuance — Accessibility of meters. 
1. An electric company had a legal right to discontinue service to a cus- 
tomer, pursuant to its rules and regulations filed with the Commission, 
where the meter was so located that it could not be read properly and the 
customer refused to put the meter in an accessible location, p. 118. 
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Service, § 67 — Commission jurisdiction — Reasonableness of rules. 
2. The reasonableness of a utility’s rules and regulations with respect to 
its service is a question for the Commission’s determination, and where 
the Commission has expressly or impliedly approved such rules and regu- 
lations they may become binding on the trial court in suits for damages 
incurred by reason of the discontinuance of electric service, p. 118. 

Procedure, § 41 — Instructed verdict — Lack of evidence. 
3. The trial court is duty bound to grant a motion for an instructed ver- 
dict in favor of defendant where there is no substantial evidence to support 
a verdict for plaintiff, when every reasonable and legitimate inference 
which might be drawn from that evidence, whether conflicting or not, was 
indulged, p. 118. 

Appeal and review, § 8 — Denial of new trial — Right to appeal. 


4. No appeal lies from an order denying a motion for a new trial, p. 119. 


[November 6, 1940.] 


, nee from judgment for defendant and order denying mo- 
tion for new trial in action for damages for discontinuance 
of electric service ; affirmed. 


¥ 


APPEARANCES: Robert R. Ashton, 
of Los Angeles, for appellants ; LeRoy 
M. Edwards, T..J. Reynolds, and Neil 
G. Locke, all of Los Angeles, for re- 
spondent. 


Per CurtamM: This is an appeal 
from a judgment for defendant upon 
a verdict of the jury directed by the 
court, and an attempted appeal from 
an order denying a motion for a new 
trial. 

The action is one in which plaintiffs 
seek damages, both general and puni- 
tive, for the alleged wrongful, unlaw- 
ful, and malicious discontinuance of 
electrical service at plaintiffs’ home 
which theretofore had been supplied by 
defendant. 

From the evidence adduced at the 
trial, which consumed four days, it 
appears that early in 1934 plaintiffs 
questioned the truth of defendant’s 
monthly statement on account of elec- 
tricity shown by the meter to have 
37 PUR(NS) 


been used. A letter from plaintiffs to 
defendant in that regard, under date 
of February 5, 1934, is as follows: 
“Dear Sirs: Received your sheet 
showing the electric readings request- 
ed. Now, please advise how you ob- 
tained these. There is no way to se- 
cure them except by admittance to the 
house, and no one has asked to be al- 
lowed to enter for that purpose. Dur- 
ing six weeks of the time shown, the 
house was unoccupied, and we were out 
of the city. Yours very truly, L. E. 
Carpenter.” A second letter under 
date of February 19, 1934, is as fol- 
lows: “Dear Sirs: Enclosed is check 
for gas as per your bills of Jan. 6.89— 
Feb. 6.13, 13.02. Under date of Feb. 
5, I wrote you concerning the elec- 
tricity, asking an explanation—You 
have not answered that letter. I am 
withholding payment until you 
straighten this matter out as it should 
be. Yours truly, L. E. Carpenter.” 

In reply to the above letters defend- 
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ant informed plaintiff in a letter dated 
March 6, 1934, that its assistant chief 
meter reader reported that the meter 
could be read through the window. 
Thereafter it appears that other meter 
readers reported to the contrary. In 
any event, the dispute over the meter 
readings continued for over a year. 

Briefly, the record reveals evidence 
of the following pertinent facts: That 
the meter was located on the screen 
porch; that the screen door was cov- 
ered with a canvas on the inside; that 
the door was always locked; that time 
and again the defendant’s meter read- 
ers were required to return by special 
appointment or otherwise to gain ac- 
cess to the meter; that the Board of 
Public Utilities and Transportation in- 
vestigated the matter at the request of 
defendant ; that plaintiff protested the 
investigation and questioned the 
Board’s authority; that considerable 
correspondence regarding the accounts 
and the payment thereof and to the 
controversy generally went on between 
plaintiffs and defendant; that defend- 
ant endeavored to get the meter moved 
outside or to an accessible spot; that 
plaintiffs had withheld the payment of 
their account repeatedly; and finally, 
that defendant, after due notice and 
although all accounts were paid, shut 
off the electricity on February 28, 
1935. 

Plaintiffs’ complaint contains the al- 
legation that “the only reason given by 
said defendant corporation for discon- 
necting said electrical service after the 
same had been cut off, was that plain- 
tiffs’ account was too small and too 
troublesome to bother with.” (Italics 
added. ) 

The defense was based on the claim 
by defendant that its rules adopted in 
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accordance with law had been fol- 
lowed at all times in connection with 
its action in discontinuing electric serv- 
ice to plaintiffs. 

The trial court, following the motion 
by defendant for an instructed verdict, 
summed up the law and facts in part as 
follows: “Ina sense there was a dis- 
pute about something, running over a 
period of years; and I assume that 
there would be a dispute about some- 
thing as long as the service was con- 
tinued, in this case. When Mr. Car- 
penter questioned the amount of the 
bills, the company, as I understand the 
evidence, wrote off the amount that 
was in dispute. He questioned the ac- 
curacy of readings made through the 
screen. For a time it appears that 
someone connected with the defendant 
corporation contended that an accurate 
reading could be made through the 
screen, and thereafter, however, per- 
sons in authority conceded that the 
meter could not be properly read 
through the screen. Then Mr. Car- 
penter, as I understand his position, 
which has been very difficult for me to 
comprehend, when the representatives 
of the corporation finally definitely 
agreed, both verbally and in writing, 
that the meter could not be read 
through the screen, took the position, 
‘Well, you said it could, now you read 
it through the screen.’ There was no 
dispute as to the amount of the bill that 
was pending. We have defi- 
nitely now in evidence the rules and 
regulations of the company. It ap- 
pears from the evidence that those 
rules were on file with the Railroad 
Commission approximately fifteen 
years or thereabouts prior to this con- 
troversy. The mere long-continued pe- 
riod without question would appear to 
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be at least a tacit holding by the Rail- 
road Commission that they were rea- 
sonable. There is no issue of 
fact to be presented to the jury. It is 
undisputed that the rule was adopted. 
It was on file. Notice was giv- 
en in accordance with the rules. The 
basis for the application of the rule 
was the inability to read the meter un- 
der the conditions that existed and for 
which plaintiff contended for a year 
and still contends in his evidence. So 
that the case, as to the application of 
the rule, is made out by the plaintiff, 
himself.” 

[1] In connection with its instruc- 
tions to the jury the court commented 
further, as follows: “There is no dis- 
pute as to the inability to read or prop- 
erly read the meter. That is a point 
that plaintiff contended for. That was 
his first contention, that the meter had 
not been properly read. Therefore, it 
is undisputed that at times the curtain 
was drawn in such way that no read- 
ing at all could be had. There is, as I 
indicated, no issue upon that point. 
The plaintiffs contend that the meter 
could not be properly read. The rep- 
resentatives of the defendant corpora- 
tion concede that the meter could not 
be properly read and at times read at 
all. Therefore, notice was given, either 
that the meter be placed in some acces- 
sible place or the service would be dis- 
continued, which is without dispute; 
and it is without dispute that no change 
in the location of the meter was there- 
after made. So, as a matter of law, 
the court is compelled to hold, on the 
undisputed testimony, that the defend- 
ant corporation had a legal right to 
discontinue the service; and when one 
acts legally, there is no cause of ac- 
tion.” The foregoing comments by 
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the trial judge are in accord with the 
record. 

[2] That the rules and regulations 
as proved at the trial, under and by 
virtue of which defendant acted in the 
premises, were controlling and consti- 
tuted a complete defense, there can be 
no question. No constitutional issue 
is involved with relation to such rules 
and regulations and the operation 
thereof as affecting the rights of the 
plaintiff. The reasonableness of such 
rules and regulations, as correctly 
pointed out by respondent, is a ques- 
tion addressed to the judgment of the 
governmental agency charged with the 
determination thereof—in this in- 
stance, the Railroad Commission of 
the state of California. That Com- 
mission having acted with regard 
thereto, either directly or by implica- 
tion, as the evidence shows without 
contradiction, the rules became and 
were binding on defendant company. 
The reasonableness of such rules and 
regulations, in the circumstances, was 
conclusive on the trial court. Public 
Utilities Act, § 63(b) et seq., Stats. 
1915, p. 159; Live Oak Water Users’ 
Asso. v. Railroad Commission (1923) 
192 Cal 132, 139, PUR1924B 790, 
219 Pac 65; and to the same effect see, 
also, Truck Owners & Shippers v. Su- 
perior Court (1924) 194 Cal 146, 228 
Pac 19. 

[3] A review of the record discloses 
that in no event would the evidence 
have supported a verdict in favor of 
plaintiff as a matter of fact and as a 
matter of law. When, indulging in 
every reasonable and legitimate infer- 
ence which may be drawn from the ev- 
idence and disregarding the fact, if it 
is a fact, that the evidence is conflict- 
ing, and when in such circumstances 
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the result is a determination that there 
is no evidence of sufficient substantial- 
ity to support a verdict in favor of 
plaintiff, it is then the trial court’s plain 
duty to grant a motion for an instruct- 
ed verdict. Thomsen v. Burgeson 


(1938) 26 Cal App(2d) 235, 79 P 


(2d) 136; Collins v. Nelson (1936) 
16 Cal App(2d) 535, 61 P(2d) 479. 
For the foregoing reasons the judg- 
ment is affirmed. 
[4] No appeal lies from the order 
denying the motion for a new trial and 
the same is, therefore, dismissed. 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Mayor of City of Lynn 


Lynn Gas & i Company 


[D.P.U. 5975, 6085.] 


Rates, § 381 — Gas — Promotional — Competitive fuels — Form of rates. 


1. A public utility company which has been experiencing difficulties be- 
cause the bulk of domestic customers are convenience users served at a 
loss and because the company has been unable to meet prices charged for 
unregulated competitive fuels, under gas rate schedules which are not 
promotional in character, should be permitted to establish promotional rates 
with optional features for customers using gas for household and building 
heating and for commercial and industrial purposes, p. 120. 


Depreciation, § 24 — Annual requirements — Obsolescence. 
2. Depreciation charges for replacement of property may be made with 
some degree of accuracy, but with everyday improvements being made in 
the electric industry and the continual studies for improvements in the 
manufacture of gas the question of obsolescence in future years relative to 
both properties is of paramount importance and of serious consequence, 
p. 124. 


Depreciation, § 23 — Necessity of adequate allowance. 
3. Rate reductions brought about in part through a reduction in charges 
for depreciation, unless such charges are extremely excessive, would be 
contrary to sound regulation, as adequate reserves afford a protection to 
the investor in insuring his investment and at the same time benefit the 
consumer by limiting capital investment upon which dividends are paid, 
p. 124. 


Expenses, § 109 — Contested tax claims. 
4. An increased state corporate franchise tax assessed against a public 
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utility company should be allowed as an operating expense until a final 
determination thereon has been made, although the company has appealed 


the assessment, p. 125. 


[December 4, 1940.] 


C OMPLAINT against gas and electric rates and investigation by 

Department as to propriety of certain schedules of rates and 

charges for gas; rate reduction ordered for electric department, 

new gas rate schedules permitted to go into effect, and complaint 
dismissed. 


McKeown, Commissioner : 

[1] On January 31, 1940, there 
was filed with the Department by the 
mayor of the city of Lynn a petition 
bearing date of January 30, 1940, 
which sought a reduction in the rates 
charged for gas and electricity sold and 
delivered by the Lynn Gas and Elec- 
tric Company in said city (§ 93, Chap. 
164, G. L., Ter. Ed.) D.P.U. 5975. 
On May 14, 1940, the company filed 
with the Department revised schedules 
of rates and charges for gas effective 
June 1, 1940. The Department en- 
tered upon an investigation as to the 
propriety of said rates and charges and 
by order, from time to time, suspend- 
ed the use of the said rates and charges 
(D.P.U. 6085). The proposed sched- 
ules of rates and charges filed by 
the company for gas may be identi- 
fied as follows: 


M.D.P.U. No. 41, Schedule I, Regular Gas 


Rate 
M.D.P.U. No. 42, Schedule J, Optional Pro- 
motional Household and Building Heat- 
ing Gas Rate 
M.D.P.U. No. 43, Schedule M, Optional Pro- 
— Commercial and Industrial Gas 
ate . 


A public hearing was held July 1, 
1940, on D.P.U. 6085, which was 
adjourned to September 9, 1940, at 
which time D.P.U. 5975 was joined 


with D.P.U. 6085. 
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After a public 


hearing held thereon hearings were 
closed and the subject matters were 
taken under advisement by the De- 
partment. 

It was agreed at the hearing between 
the parties of interest, with the consent 
of the Department, that the city file a 
report, drafted by its expert, which 
was marked “Exhibit I,’ and that the 
company also file its report, which was 
marked “Exhibit 2,” and that these 
exhibits as filed be considered as con- 
taining the subject matter which, if 
called upon, the experts preparing them 
would testify to under oath. It was 
further agreed by and between the 
parties of interest hereto, and with the 
consent of the Department, that com- 
ments on Exhibits 1 and 2 be submitted 
to the Department for its considera- 
tion in reaching a determination. 

Exhibit 2, commencing on page 3, 
points out the two major difficulties 
experienced by Lynn’s gas business in 
the following language: 

“1. The bulk of the domestic gas 
customers are convenience users and 
are served at a loss, which in its total 
is a large annual sum. Customers us- 
ing 2,000 cubic feet per month or less 
include 77 per cent of all domestic 
users. 


2. Use of gas for hot water heat- 
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ing, refrigeration, kitchen heating, and 
central house heating is meeting in- 
creasing resistance because the prices 
offered for large use by the present 
promotional gas rates in Lynn are not 
sufficiently low to meet competition ef- 
fectively.” 

It is contended that the schedules of 
rates and charges for gas filed by the 
company, the operation of which had 
been suspended by orders of the De- 
partment (D.P.U. 6085) will correct 
defects in the rate structure, thus giv- 
ing to the company a more equitable 
return on its investment by permitting 
it more nearly to meet the prices 
charged for competitive fuels, the dis- 
tribution of which is not regulated as 
a public utility. It is believed by the 


company that the new schedules would 
result in a more equitable distribution 
of the cost of gas service whereby so- 


called convenience users, as_ such, 
would be required to assume their re- 
sponsibility of costs, that a greater use 
of gas by the larger and paying users 
would be promoted by relieving in- 
equities and in effect would save, for 
the future, gas as a commodity, a util- 
ity, and an industry. 


Exhibit 1 includes a study by the 
city of the operating expenses, annual 
depreciation allowances, allocation of 
charges between gas and electric oper- 
ations, rates of return and other data 
which it is contended affects rate 
structures generally. In its exhibit the 
city included an analysis of the com- 
pany’s operating records for 1939 to 
determine (1) the allocation of oper- 
ating costs between gas and electric 
service; (2) major changes in demand 
for company’s service during the year 
which would affect the total gross op- 
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erating revenues ; (3) changes in costs 
of basic materials purchased and quan- 
tities required which would affect op- 
erating costs; and (4) probable 
amount of taxes. 

Exhibit 1 also points out that on the 
whole, with few minor exceptions, the 
commercial expenses of the company 
have been allocated, since 1937, on the 
basis of 35 per cent to gas and 65 per 
cent to electric service, and that this 
percentage is predicated upon the rel- 
ative amount of revenue received from 
gas and electric sales, and since the 
number of gas and electric metered 
consumers is practically the same in 
the entire system it does not reflect the 
actual expenses incurred. Property 
of the company jointly used is allocat- 
ed on 50 per cent basis to each service, 
which appears to be a reasonable basis 
of allocation. 

The city in dealing with the sched- 
ules of rates and charges for gas filed 
by the company pointed out that on 
the basis of the figures which it pro- 
vided, the average household use of 
gas was 18,780 cubic feet yer year or 
approximately 1,500 cubic feet per 
month, and that under the present 
rates for gas, in comparison with sev- 
enteen other gas companies in the com- 
monwealth, the Lynn rate was consid- 
erably below the average rate of the 
seventeen companies, but in most cases 
it was equal to or slightly higher than 
the lowest rates listed. 

It is pointed out by the city that a re- 
duction of $163,900 in electric rates 
can be effected in total gross revenues 
for the combined plant on the basis of 
estimated operation for 1940 as fol- 
lows: 
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Estimated 1940 
$982,900 


Net Income 
Dividends 


Plus 
Net Income 
G 


as 
Electric 


Depreciated Book Cost, 4 per cent compound 
method 
Gas 


Rate of Return 


Electric 


PAVCRAGE cn 'saldcc caw slo nance s ap Seciewdiose 


The above estimate is arrived at in 
the main by a revision by the city in 
the company’s charges for depreciation 
and uncollectible operating revenues. 

The estimated percentage of return 
on the gas property is 4.65 per cent, 
which is equivalent to 3.97 per cent on 
total plant cost, and which unquestion- 
ably led to the following statement ap- 
pearing on page 58 of Exhibit 1: 

“On the basis of the above rates of 
return, it is apparent that there is little 
likelihood of effecting any reduction 
in gas rates and that the reduction of 
$163,900 as previously noted would 
apply to electric rates. This will pro- 
duce an average reduction of approxi- 

mately 6 per cent in electric rates. 

_ “Comparative statements show that 
the present gas rates are among the 
lowest for representative companies in 
Massachusetts. Any review of these 
rates by the Department of Public Util- 
ities is likely to result in an increase 
to the ‘convenience consumers’ as pre- 
viously noted in connection with the 
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$163,900 
Estimated 1940 
after Suggested 
Reduction of 
Estimated $163,900 in 
1940 Electric Rates 


$219,000 
600,000 


$819,000 


763,900 
$982,900 


interest 


$4,704,821 
8,761,549 


$13,466,370 


$4,704,821 
8,761,549 


$13,466,370 


4.65% 
7.00 


7.30% 6.08% 


rates of the Boston Consolidated Gas 
Company.” 

The company is of the opinion that 
a reduction in electric rates in the 
amount of $163,900, which the city 
contends is a reasonable reduction, is 
not only an amount not properly sub- 
stantiated, but in addition would seri- 
ously impair a continuance of sound 
managerial policy in that a proper de- 
preciation reserve to care for obsolete 
or worn-out equipment would be dis- 
continued, and that the $84,000 of the 
amount appropriated in 1939 to cover 
uncollected operating revenues cannot 
be termed as nonrecurrent and there- 
fore used, as argued by the city, to aid 
in accomplishing rate reductions. 

The company serves the city of 
Lynn and the towns of Nahant, Sau- 
gus, and Swampscott with gas and 
electricity. It serves the towns of Mar- 
blehead and Lynnfield with gas only. 
On December 31, 1939, there were 42,- 
177 electric meters and 42,024 gas 
meters in service. 


122 











MAYOR OF CITY OF LYNN v. LYNN GAS & ELECTRIC CO. 


The combined plant investment of 
the company, as shown in the annual 
return on file with the Department for 
the year ending December 31, 1939, 
was $16,406,008.71. The investment 
in electric plant was $10,622,407.86 
and the gas plant $5,783,600.85. The 
company had outstanding on Decem- 
ber 31, 1939, common stock of the 
par value of $4,095,000 with pre- 
miums paid in thereon of $6,149,731.- 
25, which together total $10,244,731.- 
25. No bonds or notes were outstand- 
ing as of that date. The gas and elec- 
tric depreciation reserves totaled $4,- 
127,981.72. In addition to the regular 
depreciation reserves the company had 
reserves of $277,233.23 for the re- 
tirement of general equipment. The 
profit and loss balance of the company 
as of the same date was $1,134,257.90 
and the surplus invested in plant was 
reported as $2,025,763.74. 

The net earnings of the company 
for the year 1939 from gas operations 
were $159,917.12 which together with 
those from electric operations of 
$671,367.47 made the total net earn- 
ings for the year $831,284.59. These 
earnings represent a return on the par 
value and premium of the capital stock 
of 8.11 per cent and of 6.93 per cent 
if based on the plant investment less 
the depreciation reserves. The net 
earnings from gas operations of $159,- 
917.12 represent a return of 4 per 
cent and the net earnings from electric 
operations of $671,367.47 a return of 
8.38 per cent on the respective plant in- 
vestments less the depreciation re- 
serves. 

The gas business of this company, 
characteristi¢ of all gas companies in 
the commonwealth, has suffered se- 
verely from the competition of fuel 
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oil for house heating, kitchen heating, 
and hot water heating. The earnings 
of the company from its gas operations 
in 1939 of $159,917.12 show a de- 
crease of approximately $260,000 
from the earnings in 1932 of $419,- 
035.20. This decline in earnings is 
due principally to a decided drop in the 
sale of gas for household use and the 
lower unit prices received for gas un- 
der promotional heating rates. The 
following table shows the decline and - 
change in the utilization of gas to- 
gether with the lower average unit 
prices. 


Sale of Gas for Domestic Use 
Household 1930 
M cu. ft. sold 846,225 
Revenue 
Average revenue/M .. 
House Heating 
M cu. ft. sold 
Revenue 
Average revenue/M .. 
Kitchen Heating 
M cu. ft. sold 
Revenue 
Average revenue/M .. 
Total Domestic 
M cu. ft. sold 
Revenue 
Average revenue/M .. 


1939 


643,029 
$765,496 
$1.19 


142,610 
83,945 
$.59 


35,269 
33,071 
$.94 


820,908 
$882,512 

$1.07 

In an attempt to meet competition 
with other fuels, the company has de- 
veloped and made effective in recent 
years optional gas rates of a promo- 
tional type for hot water heating, re- 
frigeration, kitchen heating, and cen- 
tral house heating. Estimated reduc- 
tions in gas rates totaling $62,200 per 
year have been made since 1935 in the 
company’s endeavor to retain its load 
and permit it to compete with other 
fuels. By encouraging the use of gas 
for these several domestic purposes, in 
addition to cooking, the company has 
retained considerable business which 
otherwise would have been lost. 

The bulk of the gas revenue of the 
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company is derived from the sale of 
gas on the regular rate for household 
and commercial use. This rate pro- 
vides a charge of $1.20 per thousand 
cubic feet for the first 20,000 cubic feet 
of gas used per month; $1.15 per 
thousand cubic feet for the next 30,- 
000 cubic feet, and $1 per thousand 
cubic feet for all gas used over 50,000 
cubic feet per month. 

The proposed rates offer in the first 
step 200 cubic feet of gas at the net 
price of 75 cents, with a substantial 
reduction in unit prices for gas used 
in excess of 2,000 cubic feet per 
month, resulting in reductions to do- 
mestic customers now being served on 
Schedules I and J using in excess of 
3,700 and 2,800 cubic feet per month 
respectively. In the three schedules 


as filed the charges for the first 2,000 
cubic feet of gas consumed per month 


are identical ; after 2,000 cubic feet the 
rate varies in a promotional manner in 
accordance with the type and kind of 
service for which the gas is to be fur- 
nished. 

It is estimated by the company that 
the proposed gas rates will result in 
an increase in the annual gross gas 
revenues of $105,000. The company 
estimates a loss of $10,000 from the 
discontinuance of gas service by a 
number of convenience users. They 
also contend that increased expenses 
of $57,000 will result from higher fuel 
costs, increased wages and taxes, to- 
gether with decreases in revenue from 
the sale of residuals. Exception was 
taken to several of these items by the 
city but in the aggregate the exceptions 
do not detract from the fact that the 
increases proposed in rates will not be 
reflected in a like increase in net earn- 
ings unless substantially greater sales 
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of gas develop from the new promo- 
tional rates. 

In our opinion the present regular 
gas rate which has been in effect since 
1925 is not promotional in character 
and is lacking in the necessary features 
to attract greater use and it would seem 
that unless revision of this rate is made 
the result will be a further decline in 
the earnings from gas operations. 
The proposed new rates as filed we be- 
lieve will enable the company to fur- 
ther promote the sale of gas in its ef- 
fort to stay the decline in its gas rev- 
enues and earnings. 

The reduction of $163,900 per year 
in electric rates requested by the city 
is reached by suggesting a downward 
revision of $100,625 in the annual 
charge for depreciation and by the 
elimination of $84,100 from the com- 
pany’s charge for uncollectible operat- 
ing revenues. This latter sum is 
based on the charge made in 1939 for 
uncollectibles being in excess of the 
average of such charges for the last 
four years. 

[2, 3] As a basis for reduction in 
the depreciation charge, the city’s re- 
port contains depreciation studies and 
comparative figures with other com- 
panies in the commonwealth and states 
that the reserves are considerably high- 
er than the average for the other gas 
and joint gas and electric companies, 
and slightly higher than the average 
for the electric companies. Without 
going into great detail about the given 
comparative figures, we nevertheless 
do point out that the inclusion in the 
tabulations of two of the largest com- 
panies with exceedingly low reserves, 
distorts the comparison. With the 
elimination of these two companies the 
reserves of the Lynn Company com- 
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pare favorably with the other compa- 
nies. 

The Massachusetts general court 
in 1921 recognized the necessity of 
adequate depreciation reserves and en- 
acted legislation giving this Depart- 
ment authority to order an increase in 
depreciation charges if in its opinion 
such exsiting charges were found to be 
inadequate. (Section 5A, Chap. 155, 
G. L. Ter. Ed.) The Department 
has ordered frequently such increases 
in the past. 

Depreciation charges for replace- 
ment of property may be made with 
some degree of accuracy but with ev- 
eryday improvements being made in 
the electric industry and the continual 
studies for improvements in the manu- 
facture of gas, the question of ob- 
solescence in future years relative to 
both properties is of paramount im- 
portance and of serious consequence. 
Efficient management provides for 
such contingencies, and we believe that 
any reductions in rates brought about 
in part through a reduction in charges 
for depreciation unless such charges 
are extremely excessive would be con- 
trary to sound regulation. 

The decisions of the Department re- 
lating to depreciation and depreciation 
reserves are sound in requiring that 
adequate reserves be provided. This 
j affords a protection to the investor in 
insuring his investment and at the same 
time benefits the consumer by limiting 
capital investment upon which divi- 
dends are paid. 

The city’s report relative to the ex- 
cessive amount charged as uncollecti- 
ble operating revenues we believe to be 
well founded. 

[4] Under normal world conditions 
some justification would exist for a 
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reduction in the electric rates of the 
company more nearly approaching the 
amount requested by the city. Present 
conditions are unsettled. It is ex- 
tremely doubtful that the earnings of 
this company for 1939 are indicative 
of future earnings. In the brief filed 
by the company various known and 
estimated increases in electric operat- 
ing costs totaling $63,500 were listed, 
resulting from higher fuel, labor, and 
tax charges. This amount does not 
include undetermined iosses due to the 
abandonment of the Boston, Revere 
Beach, and Lynn Railroad and a de- 
creased street lighting budget of $15,- 
000 by the city of Lynn. Since the 
original estimate an additional increase 
of $30,000 will result from an in- 
crease to 24 per cent in the Federal in- 
come tax rate. An additional increase 
of $100,000 has resulted in a 1940 as- 
sessment of $180,733.34 in the state 
corporate franchise tax as against a 
similar tax assessment in 1939 of $80,- 
652.67. The company has appealed 
this assessment but until a final de- 
termination is had thereon it must be 
considered as an item of expense in any 
revision of rates. 

After giving due consideration to 
the facts presented we are of the opin- 
ion that the company can at this time 
reduce its rates, prices, and charges for 
electricity in the amount of $60,000 
per year without seriously impairing 
its earnings, such sum approximated 
the estimated excess charged in 1939 
for uncollectible operating revenues. 


Concurring Commissioners: Cot- 
ton, Chairman; Curley and Whouley. 


Accordingly, after notice, public 
hearings, investigation, and consider- 
ation, it is 
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less than $60,000 per annum be filed 


Ordered, that the schedules of gas 





rates and charges filed by the Lynn Gas__ with the Department by the Lynn Gas ; 
and Electric Company with the De- and Electric Company prior to Janu- I 
partment on May 14, 1940, to become ary 1, 1941, to become effective on said ‘ 
effective on June 1, 1940, and identi- date, subject to the approval of the 
fied as follows: Department, and it is 
M.D.P.U. No. 41, Schedule I, Regular Gas _ /urther ordered, that the investiga- 
Rat Si noe y 
MD.P.U. No. 42, Schedule J, Optional Pro- sw - a aawewe — wry ( 
motional Household and Building Heat- own as to the propriety of certain § 
ing Gas Rate 3 schedules of rates and charges for gas . 
MD.P.U. Nov Schedule M, Ontionl Pro- fled by the Lynn Gas and Electric ff ° 
Rate Company (D. P. U. 6085) be and the : 
the operation of which schedules was ‘Same hereby is discontinued, and it is " 
suspended by the Department by suc- Further ordered, that the petition . 
cessive orders until January 1, 1941, of the mayor of the city of Lynn for ‘“ 
be and hereby are approved to become a reduction in the rates charged for @ 
effective January 1, 1941, and it is gas and electricity sold and delivered | Ic 
Further ordered, that new schedules by the Lynn Gas and Electric Company 3 
of rates charged for electricity effect- in said city (D. P. U. 5975) be and the § 
ing a reduction in the amount of not same hereby is dismissed. q ’ 
is 
ar 
m 
ARIZONA CORPORATION COMMISSION 
th 
: : ar 
Re Tucson Rapid Transit Company ‘ 
r 
q to 
[Docket No. 2363-A-1245, Decision No. 12135.] : av 
Monopoly and competition, § 62 — Motor carriers — Denial of certificate. ‘ a 


The Commission, believing its first duty to be to the general public, will 9 b 
not cancel an authority of an established transit company to serve a cer- } y 
tain area with busses, at a competitor’s request, where the protestant is | 
not equipped or prepared to give the service which the people desire and § 66: 
would not, if granted the authority, undertake to give service at the fair J to 


rates being charged by the existing carrier. oa 
[September 23, 1940.] tra 

Tu 

| one that authority heretofore granted to another car- pri 
rier to serve a certain area be canceled and set aside; denied. phi 
Rehearing denied October 10, 1940. 4 the 
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APPEARANCES: John H. Rapp and 
Otho Books, for Mt. View Bus Line, 
protestant; Geo. R. Darnell, of Dar- 
nell, Pattee & Robertson, for Tucson 
Rapid Transit Co. 


By the Commission: About fifty 
years ago the Tucson Rapid Transit 
Company established electric street car 
service in the city of Tucson. This 
service was continued until the year 
1934 at which time automotive bus 
service was substituted, hence it has 
served the people in this capacity for 
more than half a century. For a great 
many years it was the only medium 
of transportation available and it fol- 
lows that its field of operations cov- 
ered the entire city. 

According to the 1940 Census, Tuc- 
son, including its metropolitan area, 
is a city of about 65,000 people. There 
are several closely built-up districts im- 
mediately adjacent to the city limits. 
Through coordinated service, transfer 
privileges are granted which enables 
the public to move between widely sep- 
arated portions of the city on a single 
fare. In this respect and in point of 
frequency of service it is in fact able 
to furnish a specialized service not 
available at the present time through 
any other medium. It also maintains 
fares that are lower than fares offered 
by any other operator. 

On February 24, 1936, in Docket No. 
6643-A-4548, J. M. Bingham applied 
to the Commission for permission to 
establish and operate a bus line for the 
transportation of passengers between 
Tucson and certain rural districts, 
principally the Fort Lowell and Am- 
phitheater Districts, located outside of 
the city limits of Tucson. After a 
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hearing, in which taxi and other oper- 
ators participated, in which it was stip- 
ulated that applicant Bingham did not 
desire to and would not, if his applica- 
tion were granted, engage in intracity 
service, a certificate of convenience 
and necessity covering the proposed 
route was issued. The route covered a 
distance of about 10 miles for the 
round trip and a fare of 15 cents was 
established. Thereafter, Bingham at- 
tempted to expand his service into oth- 
er fields, specifically the San Xavier 
Mission, the Ball Park, and Colossal 
Cave. All of these services were later 
abandoned and discontinued. 

In many ways and on various occa- 
sions the Commission earnestly sought 
to be helpful to Mr. Bingham both for 
his own benefit and to the end that the 
public service might possibly be im- 
proved. Notwithstanding this fact, 
the record in several formal and infor- 
mal cases clearly shows that he failed 
and refused to observe the laws and 
the rules and regulations of the Com- 
mission. 

On October 30, 1937, the Commis- 
sion received from the Tucson Rapid 
Transit Company a request for per- 
mission to extend its scheduled service 
for a distance of about three blocks in- 
to what is known as the Jefferson Park 
area. A check of our records by the 
chief clerk of the motor vehicle divi- 
sion disclosed that the proposed exten- 
sion was upon and over streets which 
were not then accorded service, and au- 
thority was granted for the applicant 
to immediately commence and give the 
desired service for which the people 
of that district were petitioning. We 
think that our action was justified both 
by law and by the needs of the com- 
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munity. Our position is fully sustained 
by the provision of law, § 706 of the 
Revised Code of 1928, relating to the 
granting of certificates of convenience 


and necessity to utilities generally. 


which reads in part as follows: 

“This section shall not require any 
such corporation to secure such cer- 
tificate for an extension within any 
city, county, or town within which it 
shall have theretofore lawfully com- 
menced operations, or for an extension 
into territory either within or without 
a city, county,or town contiguous to its 
street railroad or line, plant, or system, 
and not theretofore served by a public 
service corporation of like character, 
or for an extension within or to terri- 
tory already served by it, necessary in 
the ordinary course of its business.” 

Through counsel, Bingham peti- 
tioned the Commission to set aside its 


order authorizing the extension of the 
Tucson Rapid Transit into the Jeffer- 


son Park District. Extensive formal 
hearings were held on this petition and 
other matters before the Commission 
in which both the Tucson Rapid Trans- 
it and Bingham were represented, in 
the courtroom at Tucson, commencing 
at 10 o’clock a. m., September 25, 
1939. The record disclosed conclu- 
sively that Bingham was not equipped 
or prepared to give the service in the 
Jefferson Park area for which the peo- 
ple had petitioned and to which they 
were clearly entitled and that he could 


not and would not, if granted the au- 
thority, undertake to give service at 
the fares which were being charged by 
the Tucson Rapid Transit. 

It would be ridiculous and contrary 
to public policy to assume or contend 
that the right of ingress and egress in- 
to and out of the city of Tucson ac- 
quired by Bingham incident to his 
service to rural communities would 
automatically prevent the use of other 
streets of the city by the Tucson Rapid 
Transit Company or any other opera- 
tor whose services might be required 
to handle the traffic of a growing city. 
His rights must necessarily be confined 
to the particular streets covered by his 
certificate unless and until they are 
modified in a lawful way. 

We have never departed from the 
position that the first duty of this Com- 
mission is to the general public and so 
far as we are concerned, we are not 
going to do so in this case. The peo- 
ple of Jefferson Park area are entitled 
to the lowest possible fares and the 
greatest frequency of service and we 
shall not penalize them by ordering the 
discontinuance of superior service to 
the end that another operator may be 
financially benefited. We are not will- 
ing to say that in a great and populous 
city like Tucson the public welfare 
shall be submerged to the selfish inter- 
ests of someone using the streets and 
highways for profit. 
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CRESCENT 
CABLES 


With increasing power needs threatening exist- 
ing load capacities, look to CRESCENT'S com- 
prehensive line of cables, a few of which are: 


RUBBER POWER CABLES 
SIGNAL CABLES ® CONTROL CABLES 
VARNISHED CAMBRIC CABLE 
PORTABLE CABLES ® PARKWAY CABLES 
BUILDING WIRE and CABLE 


<< @) CRESCENT 
comma WIRE and CABLE 


| Factory: TRENTON, N. J.—Stocks in Principal Cities 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


Buffalo-Niagara Plans 
$13,463,870 Program 


. Buffalo-Niagara Electric Corporation 
has embarked on a $13,463,870 construc- 
tion program which will require two years to 
complete. 

The new construction includes a 80,000-kilo- 
watt, 60-cycle generating unit at the Huntley 
steam station at Buffalo, at an estimated, cost 
of $6,508,600. More than $4,000,000 is ear- 
marked in the company’s program for expan- 
sion and improvement of its distribution sys- 
tem. 


J-M Opens New Southern 
Industrial Department 
A 


NEw industrial department office has been 

established by Johns-Manville to facilitate 
service to the South’s rapidly growing indus- 
try, according to an announcement by Lewis 

Brown, J-M president. The new district, 
with headquarters at Atlanta, Georgia, will 
serve the states of Georgia, Tennessee, North 
Carolina, South Carolina, Florida, Alabama, 
and Mississippi. 

The new district is headed by Thomas J. 
Roberts, formerly assistant to T. K. Mial, 
J-M vice president in charge of sales to in- 
dustry and product development for general 
industrial use, with headquarters at New York. 
A graduate of Cornell University, Mr. Roberts 
has been with the power products and indus- 
trial department of Johns-Manville since 1925. 


Kelvinator Drops Washers 


HE Kelvinator Division of Nash-Kelvina- 

tor Corporation has discontinued the man- 
ufacture of home laundry equipment and, is 
now disposing of its remaining stock of wash- 
ers and ironers, according to a recent an- 
nouncement. The company is concentrating on 
fewer products, having dropped its air-condi- 
tioning division in 1940. Last year it enjoyed 
excellent success with refrigerators and this 
year hopes to achieve similar results on ranges. 





MARTENS & STORMOEN 
successors to 
THONER & MARTENS 


Disconnecting and Heavy Duty Switches 


15 Hathaway St., Boston, Mass. 











Fluorescent and Incandescent 
Lamp Sales Increase 


ip pike for electric fluorescent lamps 
and fixtures and their installation this year 
will approximate $250,000,000, it is estimated 
in the trade, against $100,000,000 in 1940, ac- 
cording to recent reports. In some quarters it 
is predicted, that expenditures will continue to 
increase rapidly until the billion-dollar figure 
is reached. 

Thus far, increased use of fluorescent light- 
ing has not halted expansion of incandescent 
lamp sales. Last year, about 600,000,000 bulbs 
were sold, a gain of 75,000,000 over 1939. Total 
output of flourescent lamps in 1940 did not | 
quite attain 10,000,000. 


New Electric Home Items 


Offered by G-E 
N 


EW items and improved appliances for the 

electric home have been announced to 
dealers recently by the General Electric Ap- 
pliance and Merchandising Department, 
Bridgeport, Conn. 

Seven entirely new electric ranges for 1941, 
not only offer features and styling calculated 
to extend the swing to electric cookery so 
pronounced in 1940, but offer an unusual ex- 
ample of consumer and retailer codperation. 
“Back seat engineers”—the wholesalers and re- 
tailers who sell and service electric appliances 
and the housewives who use them—were 
mobilized to assist the factory in planning the 
new line, and the models have literally been 
designed by the field, according to J. R 
Poteat, manager of the G-E range and water 
heater section. 

The most outstanding result of this coop- 
eration has been the production of three models 
which will be priced at less than a hundred 
dollars, and of four others which combine 
more features and notably reduced prices 
when compared with comparable models in 
previous years. 

Without making changes in the electric dish- 
washer or the disposall for 1941, G-E has in- 
troduced new products and features into its 
electric sink and cabinet lines calculated to 
increase notably the whole electric kitchen 
market during the year, both in respect to new 
installations and to modernizations of exist- 
ing kitchens. Principal items that have been 
presented to dealers by C. W. Theleen, mana- 
ger of the G-E electric sink and cabinet sec- 
tion, are a new non-electric cabinet sink de- 
signed for later inclusion of dishwasher and 
disposall, an adapter flange making easy the 
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Know by Test! 


ELECTRICAL 
TESTING 
LABORATORIES 


ast End Avenue and 79th Street 


Sam God oan am Oe 

















25,000 C.P. 

2,500 Ft. Beam 

12 AHH.—4 Volt & 
Weight 6 Ibs. 
1,000 Hours 
Battery Life 


Wheat Spotlight 


A “MUST” on the 
National Defense 
Program:- 


Complete Protection of 
Public Utility Plants 


In carrying out this important 
task and for all emergencies 
and routine work specify 


WHEAT 


Rechargeable Spotlight 


for watchmen, maintenance and 
repair crews. Carried by hand 
or shoulder strap. Flood light 
reflector available. Write for 
folder and prices. 


KOEHLER MANUFACTURING CO. 


Marlboro, Mass. 
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installation of a disposall in a standard sink, 
and a new refrigerator storage cabinet. ‘Cus- 
tom sink and counter tops with linoleum in 
eight standard colors, and three smaller utility 
cabinets were also shown. 

G-E laundry equipment features a new one- 
control wringer, four wringer-type washers 
which are entirely new, two spinner-type 
washers recently added, two electric dryers 
of the tumbler type of which one is new, and 
four ironers—the exclusive flatplate and three 
rotary types. Close attention has been given 
to step-up features in the washer line, and 
the fresh styling evident results mainly from 
the incorporation of the new massive wringer, 
new legs, and a deep skirt. Other washer 
features are the use of steel-cut gears, a new 
type of activator control that is waist-high 
and operated like an automobile gear shift, 
sediment drain channels in the tubs, and a 
fingertip-control pump. The finish employed 
on the new models is of Polymerin, which 
resists discoloring, fading and chipping. 

The automatic blanket, subject of limited 
production and sales by General Electric in 
the last four years, has undergone improve- 
ments based on studies of performance in 
several thousand homes throughout the coun- 
try and is now being marketed as a single, 
standardized product, available in five differ- 
ent colors. 


Home Lighting Contest 


A of $1,000 in cash prizes will be 
k awarded utilities for outstanding achieve- 
ments in promoting or selling home lighting 
equipment or both, during the first six months 
of 1941, by the Home Lighting Equipment 
Sales Committee, EEI. There will be a first 
award of $500, second award of $200, third 
award of $100 and four awards of $50 each. 

Activities may be conducted by the utility 
only, by utility and dealers, or for dealers only. 
Campaigns may cover the promotion and sale 
of IES lamps, pin-to-wall lamps, other port- 
ables, lighting fixtures, adapters, converters 
and modernizers, all equipped with proper size 
bulbs, either singly or in any combination of 
these types. 

Judges will consider, among other phases of 
the activities, the ingenuity of sales promotion 
and, advertising, completeness of sales train- 
ing and programs, and scope of activities. The 
effectiveness of the plans, unit sales in relation 
to total domestic customers, and the load build- 
ing value of equipment sold will also be in- 
cluded. 

Activities entered in the contest must take 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











place between January 1 and June 30, 1941. A 
guide sheet with additional information will 
be sent upon request to utilities entering the 
contest. Address Home Lighting Equipment 
Sales Committee, Edison Electric Institute, 
420 Lexington Ave., New York City. 


K-M 1941 Fans 


A NEW 16-inch oscillating two-speed fan 

[illustrated] is a 1941 addition to Knapp- 
Monarch’s line of Jack Frost electric fans. 
New also, in K-M’s KoldAir line is a 10-inch, 
4-pole-motor rubber-bladed fan. All K-M 


fans for 1941 include many mechanical im- 
provements and new features of design. The 
eleven fans in the Jack Frost line cover a list 
spread of from $4.95 to $35, according to a 
recent announcement by the manufacturers. 


Inspection of Fire Extinguishers 


T HE Safety Research Institute, 420 Lexing- 
ton Ave., New York, N. Y., has issued a 
report on Maintenance of Hand Fire Extin- 
guishers, giving directions for inspecting and 
recharging extinguishers. The report points 
out that fire extinguishers, to be instantly 
available for use at all times, must be proper- 
ly recharged and inspected. The date of re- 
charging should, be noted on the tag provided 
for that purpose, along with the name or 
initials of the man doing the work. 

Fire insurance underwriters recommend that 
only recharging materials and replacement 
parts furnished, by the manufacturers of the 
extinguishers be used in service work. Full in- 
structions for recharging the various types of 
extinguishers are given on the labels and they 
should be followed to the letter. 


New Water Filter 


NEw water filter, known as Model CPHLS 
A has been developed by Staynew Filter 
Corp., Rochester, N. Y. ) 

Construction is simple and filtering action 
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2,L00KAT 
Low-Priced Truck’B 


LL00KAT 
Low-Priced Truck"A 


COMPARE TRUCKS—Here’s a sug- 
gestion that’s as free as the air you breathe. 
WAnd it can save you some money . .. maybe 
j2 lot of money! 


Buy your trucks the one-two-three way! In 
tther words, before you lay your money on 
the line for any truck, look at Dodge Job- 
Rated trucks. 

COMPARE QUALITY—Check and 
tompare all important truck units. Be sure 
they’re the right quality and the right size 
jin the truck you buy .. . built for the job 


DEPEND ON DODGE 


Yob-Ratled. TRUCKS 
Zeilee 


BECAUSE OF 
CHRYSLER 
CORPORATION 
ENGINEERING 


fet -Raled MEANS: A TRUCK 
TWAT FITS YOUR JOB 


‘l 
“A 3. HEN LOOKAT 


DODGE /sZadTRUCKS 


| 
1 
... to stay on the job... to save you money| 
They will be right in a Dodge Job-Rated 


truck . . . because that’s what “Job-Rated’ 
means . . . trucks built to fit the job! | 


When you pay for quality, get quality . . 
Dodge quality . . . built-to-last quality . . 
in design, materials and workmanship. 


You don’t have to pay extra money for such] 
a truck, because Dodge Job-Rated trucks ar¢ 
priced with the lowest. See your Dodge dealej 
now for a “good deal.” 
{ 


PRICED WITH THE LOWEST 
Chassis..°500" Pick-Ups ‘630° 


(WITH COWL) 
» Panels ..*730% 


Chassis . 595 " Stakes + ‘740% 


(WITH CAB) 


Above prices are delivered at Detroit, Federal taxes included. 
Transportation, state and local taxes (if any) extra. All 
prices shown are for ¥-ton except stake model which is for 
%-ton. 112 standard chassis and body models available. 


PRICES SUBJECT TO CHANGE WITHOUT NOTICI 
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positive—all water passing through special 
fabric filter mediums possessing the advan- 
tages of high efficiency plus minimum restric- 
tion to water flow—advantages which are in- 
creased by the radial fin construction. This 
construction permits a large area of filtering 
medium to occupy a relatively small space. 


34-Yd. Convertible Shovel 


NEW, lightweight #-yd. convertible shovel- 
A dragline-crane, Model 75, is announced by 
Link-Belt Speeder Corp., Chicago, as a com- 
panion to its popular LS-85 heavy-duty #-yd. 
machine. 

All-welded, steel construction has replaced 
castings in the new “75.” The power plant is a 


ee 


The new lightweight Link-Belt Speeder Model 
“75” Convertible Shovel, Dragline, Crane. 


heavy-duty gasoline or Diesel engine with 
smooth-running roller chain drive. Alloy steel, 
machine-cut spur gears drive the reverse and 
drum shafts. These turn in heavy bronze bear- 
ings. 

Working ranges, clearances and lifting 
capacities are given in a new folder sent upon 
request. A copy may be obtained by referring 
to Model “75” and addressing the manufac- 
turer or his nearest distributor. 


Coffin Foundation Awards 


HARLES A. Coffin Foundation awards were 
made recently to 25 employees of the 
General Electric Company, recognizing them 
for outstanding contributions made last year 
to the progress of the company and the elec- 
trical arts. The awards were made for 21 dis- 
tinct accomplishments, four of them were joint 


70 MASTER-LIGHTS 


® Electric Portable Hand Lights. 
® Repair Car Spot and Searchlights. 
@ Emergency (Battery) Floodlights. 





MASTER-LIGHT MAKERS 





By CARPENTER MFG. CO. 





awards to two employees. Eleven were factory 
workers, 10 were engineers, three were ad- 
ministrative or clerical employees and one was 
a salesman. Since the Foundation was estab- 
lished 18 years ago, 555 employees have been 
singled, out to receive annual awards. 

Outstanding in general interest was the 
award made to Horace S. Hubbard of the 
company’s Pittsfield (Mass.) works for de- 
velopment and design of a 1,400,000 volt direct- 
current generator for the National Bureau of 
Standards in Washington. The generator, de- 
scribed by Dr. Lauriston Taylor, director of 
the bureau as ‘the first real piece of equip- 
ment I ever had,” provides power for a 1,400,- 
000 volt X-ray tube, also made by General 
Electric and in daily use by the Bureau for 
standardization tests and precise research on 
X-ray dosage problems. 

The Coffin Foundation was established as a 
tribute to the memory of Charles A. Coffin, 
founder of the General Electric Company and 
its first president. 


Instrument Measures Oxygen 


In Any Gas 


AV ermounced automatic Oxygen Recorder is 
announced by the Cambridge Instrument 
, New York, N. Y. No chemicals are used 
me this instrument. It operates from the 
electric supply line and provides continuous 
indication and graphic record of the amount 
of oxygen in any gas. In power plants, the 
determination of combustion efficiency by 
measuring excess oxygen is a more fundamen- 
tal method than that using COz indication. 
The standard range is 0 to 5 per cent Oxygen 
on a 10 in. scale, but the instrument can be 
scaled in ranges of 0 to 2 per cent Oxygen full 
scale and 0 to 100 per cent Oxygen full scale. 
Determinations by this Oxygen Recorder are 
not affected by variation in the constituents 
of the sample gas because a differential meas- 
urement is performed. Various analyzing cells 
may be combined so that the instrument will 
provide a complete gas analysis on one chart. 


¥ 


Manufacturers’ Notes 


Parker to Direct CP Range Program 

Alton B. Parker has been appointed national 
sales counsellor for the Association of Gas 
Appliance and Equipment Manufacturers, ac- 
cording to an announcement by Alan P. Tap- 
pan, chairman of the Domestic Gas Range 
Division and vice president of Tappan Stove 
Co., Mansfield, Ohio. 

Mr. Parker, formerly in charge of dealer 
sales development and dealer relations for the 
United, Gas Corporation in Texas, will direct 
the CP gas range program in the field, speak- 
ing to dealer and utility salesmen and con- 
sumer groups, and aiding the department 
stores in the merchandising of CP gas ranges. 
The program is sponsored by more than 
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Pennsylvania visualizes 1941 as a year 
when SERVICE counts! . .. a service 
that embraces all the factors essential 
in meeting the exigencies of Industry’s 
present expanded program. 
Thorough painstaking co-operation 
with the customer, sensing his needs, 
providing the technical assistance 
necessary to the solution of his prob- 
lems, building the type of transformer 
best suited to the demands, meeting 
delivery schedules. This is the kind of 
service Pennsylvania can give, because 
it has the essential ability, the ex- 
perience and engineering training, and 
the willingness to collaborate with the 
customer. 

1941 is a year of action... . 

Pennsylvania is geared to give it! 
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Manufacturers’ Notes (cont'd) 


leading gas range manufacturers, tying in co- 
Operatively in sales promotion and advertising 
for CP gas ranges. 


G-E Promotions 


C. I. MacGuffie has been appointed manager 
of sales, Electric Welding Section of the Gen- 
eral Electric Company, according to an an- 
nouncement by J. E. Hume, commercial 
vice president of the company. Mr. MacGuffie 
succeeds L. D. Meeker, now associated with 
the Smith-Meeker Engineering Company, New 
York City. 

B. M. Tassie, a leading executive in the elec- 
trical appliance industry for the past decade 
and closely associated with the industry for a 
quarter of a century, has been appointed, man- 
ager of appliance sales for the newly con- 
solidated Pacific district of the General Elec- 
tric appliance and merchandise department, 
with headquarters at San Francisco. Mr. 
Tassie has been president of Manning, Bow- 
man and Co., electrical appliance manufac- 
turers, for the past ten years. 

Elliott Harrington has been appointed sales 
manager of the General Electric air condition- 
ing and commercial refrigeration department 
at Bloomfield, N. J. John P. Rainbault, the 
manager, announced recently. Mr. Harrington 
has been associated with the air conditioning 
and automatic heat activities of the company 
since they were started and has served in va- 
rious engineering and sales capacities. 


1.B.M. Promotes Packard 


International Business Machines Corpora- 
tion recently announced the promotion of Gor- 
don Packard to the newly created position of 
general sales manager. He will be in charge of 
the sales cativities of all divisions of the com- 
pany, with headquarters in New York. 

Mr. Packard was previously sales divisional 
manager with headquarters in Chicago, and 
prior to that he was district sales manager for 
the Pacific Coast division with headquarters 
in San Francisco. He had charge of sales of 
all IBM products in the Pacific Coast terri- 
tory. 


¥ 


Equipment Literature 
Ball Bearing Units 


The Stephens-Adamson Manufacturing 
Company, (Bearing Division) Aurora, IIl., 
has issued a new Sealmaster Ball Bearing 
catalog No. 840. 

The 32-page publication describes the com- 
as y’s complete line of advanced designed 

aring units, which are pre-lubricated, self- 
aligning, and "feature the permanent Sealmas- 
ter Centrifugal labyrinth seal. This type of seal 
effectively keeps out dirt and retains lubricant 
according to the manufacturer. 

In addition to giving a detailed description 
of various units, a considerable amount of en- 
gineering data are contained in this publication, 


including tables of load ratings for normal, 
standard and medium duty units. Dimension 
tables with price lists are given for the va- 
rious types of pillow blocks, flange, take-up 
and cartridge units and bearings. Typical Seal- 
master applications are illustrated. 


IDECO Steel Buildings 


A new catalog showing types, construction 
details, typical applications and _specifica- 
tions of IDECO Steel Buildings is being dis- 
tributed by International Derrick and Equip- 
ment Division of International-Stacey Cor- 
poration of Columbus, Ohio. 

Information contained in this new catalog 
will be found valuable by anyone interested in 








either permanent or temporary buildings for 
industrial expansion, air-port buildings, stor- 
age space, buildings for field operations and a 
wide variety of housing needs. 

The many illustrations showing applications 
and the careful! reproduction given ail details, 
together with the condensed specifications and 
other data contained in the catalog, greatly 
simplify the selection of building types. 

A copy of the catalog may be secured by 
writing to the company. 


Electric Fly Fighter 


Chicago Electric Scientific Company, Chi- 
cago, describes “Cesco” electrified fly screens 
and traps as the easiest, cheapest and most ef- 
fective way to keep premises free of flies and 
other insects. 

A bulletin illustrating electric fly traps and 
screens points out the effectiveness and inex- 
pensiveness of this new way of fighting flies 
and insects and its adaptability for use by 
stores, resorts, markets, restaurants, institu- 
tions, farms, etc. 

A copy of the bulletin may be secured from 
the manufacturer. 
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A new book for metermen 
TELLING HOW TO 


measure alternating-current 












energy with the induction 






watt-hour meter 









This informative book answers for metermen the follow- 
ing questions: 































Make the information on 1. What makes the disk in a meter go around? 

‘ : : a 2. How can this revolving disk be made to measure 
metering in this practical energy? es 
new book bring you real 3. What metering scheme should one use to measure |) 
profit... the energy in a particular circuit? y 7 

: 4. How may one be sure that all the energy in such a ¥ 
You know your job. But the circuit is metered by the particular scheme chosen? 
more you know about it, the 
more you know about the tools The presentation is based throughout on the author’s 
you work with, the more you long experience in teaching metering principles to groups 
know about attacking and and special classes of metermen. 


solving properly special prob- 
valuable you are asamanand THE MEASUREMENT OF |, 
sien ALTERNATING-CURRENT | 


THESE TEN PRAC.- ENERGY 
TICAL CHAPTERS 


WILL HELP YOU BY DONALD T. CANFIELD 
© Eerly Hi Cie ® Associate Professor of Electrical Engineering, 

arly History of the Watt- . : 
linia Menards. Purdue en f 
© Elemental Theory of Torque 210 pages 5% x 8, 74 illustrations $2.00 
Production. 


HE book begins with an outline of the development t| 


© Essential Elements of the of the principles of metering. It then provides an 
Watt-hour Meter. answer to the question: What are the ways and means, b 
© Application of the Essential ee — their —— dl nice gg Bo aaa Vv 
Discaie ty Bets Sheers, on a rotatable member by electromagnetic means? ma 
© Watt-hour Constants; Gear After showing the possibilities of producing rotation in _ 
and Register Ratios. a disk by electromagnetic means, it explains why such J“C 
pe motion must have a purpose. Then follows a discussion pr 
d Vector Analysis of the In- of the remaining essentials of an energy meter and the C 
uction Watt-hour Meter. application of these essentials in modern meters. 0 
e : : ru 

Compensation of Errore. Meter constants and methods of compensation are cov- “. 
® Polyphase Metering. ered in considerable detail. Also a method is developed 


and applied for checking the correctness of a proposed ON 
metering scheme to ascertain whether or not the pro- 
posed meter will or will not record all the energy pass- 
® Metering Special Circuits. ing through the metering point. 


©@ Analytical Checking of Meter- 
ing Schemes. 
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Dig at EXTRA Profits with 
“TLEVELANDS™ 








CLEVELAND  —' = 3 CLEVELAND 
Model 95 gach Model 110 


And — 


the REASON 


Every foot of trench ; Way ~° CLEVELAND 
machine dug means j Y fi Model 140 

money saved. And : . 

“Clevelands” speed up 

practically every operation incidental to ph trenching. 

Compact, fast, flexible, and with all dead-weight eliminated, yet powerful and 
rugged enough for the toughest task, in any soil or on any terrain “Clevelands” 
fit into more jobs assuring most “machine-trench” at least cost. Prove their value 
on your own work. Write today for details. 


A big time-saving “‘Cleveland’”’ 
feature—Truck speed transporta- 


tion on special trailers. THE CLEVELAND 
TRENCHER COMPANY 


"*Pioneer of the Small Trencher’ 


20100 St. Clair Avenue 
Cleveland, Ohio 
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Customer Usage Data 
@At Lower Cost ein Less Time 
With Greater Accuracy 





THE ONE-STEP METHOD 











‘OF BILL ANALYSIS 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw.-hr. step is made by the electrically controlled accumulating registers. 
































@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD to analyze and 
compile information required for scientific rate making. They have not only reduced 
the costs on this work to an average of one-fifth of a cent per item, but have obtained 
monthly or annual bill-frequency tables in a few days instead of weeks and months. 





@ Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
booklet which describes briefly how these savings are accomplished. 







Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Boston Chicago Detroit Montreal Toronto 
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There's Buy Appeal 

In the Modern Design of 

NIAGARA 
GAS FURNACES 








Ti. eye-appeal makes a buy appeal in Niagara Winter 


Air Conditioning and gravity units. Modern casing de- 





sign . . . concealed controls . . . copper chrome cast iron: 
or ... Toncan iron heat exchangers . . . the choice of belt 


or direct drive blowers with two-speed control . . . the ex- 








clusive Niagara summer-winter switch . . . combine with 
ling high efficiency and low prices to give you a furnace appreci- 
y of ated by home owners and builders alike. 
and 
ced Write for complete information 
ned 
ths. 
+i . a C 
The Forest City Foundries Company 
2500 West 27th Street Cleveland, Ohio 
, Established in 1890 
onto 
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200,000 Products Grandpa Never Had 


Four SMELLS and commotions— 
that, to most of us, is a good summary 
of the mystic fields of Chemistry and 
Physics. Their lingo — phenol, butyl 
alcohol, trinitrotoluol, isopropyl spir- 
its—is something to use in cross-word 
puzzles. 


We let the practitioners of the mod- 
ern Black Arts cheerfully alone, know- 
ing in due time that it will all make 
sense. The day invariably comes when 
we get a new radio tube, a new medi- 
cine, clothing of glass, hats made of 
milk, cold light, air-conditioned rooms 
—all the every day products which to 
grandfather would have been 200,000 
miracles.* 


The only tragedy is that we take so much 
for granted. We are all quite sure that 
our grandchildren will see 200,000 more 
miracles. 


But that’s not necessarily true. These mir- 
acles of the past and those of the future come 
from a hanrv combination of “foul smells 


and commotions” with a peculiarly Ameri- 
can miracle—the American Free Enterprise 
System. 


The miracles of America don’t come from 
the marble halls of the District of Columbia. 
They happen in the brains and spirits of free 
men working together. 


When you hear men say we need more 
laws, more restrictions, more dictocracy, you 
are listening to men who have lost faith in 
America. They will stop the miracles to 
come, as their way of thinking would have 
stopped the 200,000 grandpa never saw. 


So listen instead to those who want Amer- 
ica to go ahead. Business is for more things 
for more people. So What Helps Business 
Helps Us All. 


*Write for “The Case for Industrial Chemistry” 
enclosing 10 cents to cover costs. 


This message is published by 


NATION’S BUSINESS 


It is the 46th of a series contributed toward a 
better understanding of the American system 
of free enterprise. If you’d like to express 
your views on the American Way why not 
write to your Congressman or Senator? 
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How to handle all kinds of wiring and 





commercial buildings 
iomes 

factories 

outside work 
hazardous locations 
theatres 

emergency lighting 


Based on the 1940 Code, Abbott's 


signal systems 

motor installation 
services 

grounding 

design of installations 


brings you: 


—definitions of Code terms —85 useful tables 


—types of approved wiring diagrams 
—requirements pertaining to 

standard materials and ap- 

paratus, and methods of 

installing them 


—general requirements 
applying to all wiring 
systems 


—automatic overload pro- 
tection, general re- 
quirements and_ spe- 
cific applications 

—simplified application 
of Code data pertain- 
ing to motor installa- 
tions 


—280 illustrations and 
schematic diagrams 
of apparatus and in- 
stallations 








Key to the Code 


A few minutes’ attention to the 
Key to the Code Requirements in 
front of this book will give the 
reader a better idea of the scope 
and contents of the code than 
eould be obtained by two hours’ 
study of the code itself. 





A PRACTICAL, HOW-TO-DO-IT HANDBOOK 


Covers the complete contents of the latest National Electrical 
Code, with many definitions, illustrations, methods, data and 
explanations to show what the Code means and how it applies to 


high-voltage equipment 


National Electrical Code Handbook 


—138 wiring and connecting 


jal Out! Arthur L. Abbott's 


NATIONAL ELECTRICAL CODE HANDBOOK 


595 pages, 5 x 72, semi-flexible, 418 illustrations. $3.00 


installation jobs 


in strict accordance with 


THE 1940 NATIONAL 
ELECTRICAL CODE 


ERE is the electrical contractor’s job 
book almost completely re-written 
in accordance with the new 1940 Code 
requirements and planned to enable elec- 
tricians to understand the new rulings of 
the National Electrical Code and to do 
work in accordance with the Code 
An instantaneous aid 
In Abbott’s Handbook you can find all 
the rules affecting any question in an in- 
stant. And you will find 
them clearly explained 
in simple language with 
diagrams and _ illustra- 
tions to make them 
easier for you to under- 
stand quickly. 
All rules for a job 
grouped in one place 
Once you have looked 
up a rule in the Hand- 
book you may rest as- 
sured that you will not 
find later that there was 
another rule to be con- 
sidered and that the job} 
will have to be done 
over. With this Hand- 
book to help you, you 
cannot miss a_ single 
rule and you cannot fail 
to understand all of the 
rules. It reduces a maze 
of scattered rules to a 
logical and understand- 
able system. 











A time and money saver 


All in all, the Handbook is one of the most unusual and 
helpful electrical books that has been published in recent 
years. It gives a wealth of information from the practical 
angle of getting jobs done according to legal requirements. 
It saves delay in starting jobs, it saves time and money 
in avoiding false starts, errors and violations. At the 
same time it contains so much clearly presented informa- 
tion that it will pay to use it for general reference on 
many questions of materials, plans, wiring and installation. 


Long, involved rules made plain 


Wherever a ruling lacks clarity, it is carefully reviewed 
and its practical application is explained. The more in- 
volved Code paragraphs have been divided into short and 
simple rules and others are restated in simple language. 
Diagrams, sketches and illustrations of commercial types 


of apparatus have been used freely wherever the text can 
be more clearly explained in this manner. 


All the tables of data 


which must be referred to frequently by users of the 
code have been placed together in the last chapter of the 
book in order to make these data most convenient for 
quick reference. 


r 





Order direct from 


PUBLIC UTILITIES FORTNIGHTLY 
1038 Munsey Blidg., Washington, D. C. 
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tor’s job 
e-writte iti 
cwritent MERCHANDISING Initiated by Robertshaw, 
mel carried on eagerly by America’s most influential kitchen group! 
nd to do abig step forward 4 ’ = 
de he Robertshaw has pioneered again, created a complete Educational 
‘nd aa .HEAT CONTROL! Service which enables home economics teachers, home demon- 
in it ati connie stration agents and home service directors to portray graphically 
— ature inonediall One _—‘ the importance of measured heat in cooking. 

illustra-] motion turns the gas Already, right at the start, over 7000 home economists have 


ke them or electricity on, dials : é : ‘ 
to under-4 the este, fo Cases swung into action—and more are enrolling every day. Their knowl- 
r a job motion turns the oven edge and enthusiasm will inspire homemakers everywhere, will 
ne place fuel supply off, re- 
e looked] turis setting to zero. 
1e Hand-] Provided only by ranges—Robertshaw-equipped. 


rest as- . Robertshaw 
| will not ae ROBERTSHAW THERMOSTAT COMPANY, Youngwood, Pz. 


there was 


give a great stimulus to the ever-increasing demand for better 


derstand- 


le text can 


ers of the 
pter of the 
venient for 


iTLY 
. C. 


BRR RRS 
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ACE of All Trades... the 


CHEVROLET TRUCK 











For every trade or industry or business that uses motor trucks, 
ranging from fleet delivery units up to Heavy Duty models of 
14,000 pounds gross-weight rating, there is a 1941 Chevrolet 
truck designed to fulfill your requirements. 

For 1941, Chevrolet—the world’s leading builder of motor 
trucks—presents the most complete and most capable line of 
trucks in Chevrolet’s history. Now, from Chevrolet’s expanded 
line, you may have your choice of sixty models on nine longer 
wheelbases. Now you may enjoy the benefits of Chevrolet’s 
famous economy and long life in new models that incorporate 
important improvements in chassis and body, and the most 
powerful truck engines in the low-price field—the 90-horsepower 
Standard engine with 174 foot-pounds torque, and the 93- 
horsepower ‘‘Load-Master’’ engine with 192 foot-pounds torque,, 
optional at small extra cost on Heavy Duty models. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation 
DETROIT, MICHIGAN 


OUT-PULL +++ OUT-VALUE ->+ OUT-SELL | 
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any emergency. 

















@ Whatever the demands of the gas in- 
dustry may be, Connelly is equipped to 
meet them. With our new laboratory for 
scientific testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, Reg- 
ulators, Back Pressure Valves and other equipment for gas 
purification and control, Connelly is at your service, ready for 


Under the able management of Mr. A. L. Smyly, pioneer in 
gas purification and pressure regulation, this organization 
: has continued its leadership in the field, and the fact that 
Sponge Connelly products are standard in hundreds of the leading 
' gas plants of the country is indicative of the service rendered. 







IRON SPONGE & 
fe) einpiaae GOVERNOR CO. 
CHICACO. ILL. — ELIZABETH, WN. J. 








Wilson, Herring ard Eufsler's 


PUBLIC UTILITY 
REGULATION 


571 pages, $4.00 


N analysis of the nature, extent, and problems of 

public utility regulation in the United States, 
with emphasis upon the expanding role of the Federal 
Government in the regulation of public utilities, its 
activities in undertaking power projects and pro- 
moting rural electrification, and the issues involved 
in governmental ownerships. The well-rounded treat- 
ment and critical viewpoint will be of aid to all who 
are interested in evaluating the present status of 
public utility regulation, its strengths, weaknesses, and 
significance for privately-owned industry. 


Order from 


Public Utilities Reports, Inc. 





Munsey Bldg. Washington, D. C. 

















DAVEY TREE TRIMMING SERVICE 


1846 1923 





JOHN DAVEY 


Founder of Tree Surgery 


Building Good Will 


®@ Tactful Contacts 

e@ Resourceful Planning 
@ Trained Personnel 

@ Fine Public Relations 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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Do you really know 
HOW TO WRITE REPORTS? 





Are your technical reports always clear—coherent—complete? Are 
you able to express technical information and facts in such a manner 
that anyone reading your report knows immediately what you mean? 


Just as in everything else, there are clear. By following these principles, 
certain fundamental principles of and adopting an attitude toward writing 
order and planning and style that can reports that is based on an apprecia- 
change a muddled and confused tech- tion of the eventual audience, you can 
nical report into one that is crystal improve your papers immensely, 


WRITING THE TECHNICAL REPORT 


By J. Raleigh Nelson 


Professor of English in the College of Engineering 
University of Michigan 


373 pages, 6 x 9, $2.50 


Step by step this authoritative book shows 
you how to simplify technical reports; how 
to analyze the type of report; how to choose 
the best form and style; how to organize the 
material; how to use figures, tables and an- 
notations. A book for everyone who realizes 
how improved reports can eliminate misun- 
derstanding, save time in explanations, dem- 
onstrate the writer’s knowledge and ability, 
and create favorable impressions on em- 
ployers. 
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The complete guide 
to report writing 





Send check, money-order or cash to 


PUBLIC UTILITIES FORTNIGHTLY 
MUNSEY BLDG., WASHINGTON, D. C. 
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WHEN WORKING PRESSURES 
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Grinnell Interpretive Engineering and Prefabrication Facilities 


Assume New Significance 















With the announcement of new power installations 
almost invariably come new highs in working pres- 
sures. As these pressures climb, piping requirements 


become increasingly complex. 





Because of Grinnell’s proved ability to interpret the 
| requirements of super-pressure installations in terms 
of alloy steel piping, formed and welded sub-assemblies, 
margins of safety and underwriter’s inspection, lead- 


ing engineers prefer to “give the plans to Grinnell.” 


berenericatrow ov QREC EDWIN lokam 


The header shown here typifies the intricacies of 
today’s pipe fabrication. It is on jobs like this that 
engineers are depending upon Grinnell for accurate, 
pre-tested sub-assemblies, which reduce costly field 
welding to a minimum. 

Conveniently iocated plants assure ‘‘time-table” 
delivery on any power or process piping installation. 
Grinnell Co., Inc., Executive Offices, Providence, R. I. 


Branches in principal cities of the U. S. and Canada. 


WHENEVER PIPING 1S INVOLVED 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts and others equipped 
to serve utilities in all matters relating to rate questions, appraisals, valuations, special re. 

















ports, investigations, design and construction. ¢ ¢ * ¢ « 





THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS e VALUATIONS e REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 

CHICAGO + MILWAUKEE - NEW YORK - WASHINGTON ~ And Other Principal Cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 











orsicx FOLD, Bacon « Davis, anc. mare case 


CONSTRUCTION ° PPRAISALS 
Engineers 


OPERATING COSTS INTANGIBLES 
VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CLEVELAND CHICAGO 








J. H. MANNING & COMPANY 


120 Broadway ENGINEERS Field Building 


New York Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 








SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 
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PROFESSIONAL DIRECTORY (continued) 









STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK e CHICAGO ¢ PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 








BARKER & WHEELER, Engineers 

Il Park Place, New York City. 

36 State St., Albany, N. Y. 
Designs and Construction—Operating Betterments— 

Appraisals, Rates—Office Systems 

Twenty Years Special Ezperience in Development of 
Original Costs, ltestoration of Capital Accounts, Installa- 
tion of Perpetual Property-Itecord Systems, and Special 


Problems of Municipal and Other Non-Centralized Proper- 
ties. 


Francis S. HABERLY 
ENGINEER 


Appraisals—Property Accounting Reports 
—Cost Trends 


122 SOUTH MICHIGAN AVENUE, CHICAGO 











BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of conm- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 
VALUATIONS AND REPORTS 


910 Electric Building Indianapolis, Ind. 


JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








E. J. CHENEY AND CO. 


Engineers and Consultants 


61 BROADWAY NEW YORK 


SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 

















ROBERT E. FOLEY 


E recting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 


48 Griswold St. 


Binghamton, N. Y. 








J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
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NATIONAL DEFENSE NEEDS MORE 


THAN “ELBOW GREASE!” 


Industrial lubrication, as exempli- 
fied by the role of Cities Service, 
plays a vital part 


Lifeblood of the factory line is the precious 
oil that keeps the wheels of industry turning 
. «» Spinning ever faster and faster as tanks, 
ships, planes and trucks spring from blue- 
prints into cold steel. 


In many phases of na- 
tional defense, Cities 








Service’s industrial oils 


have been called upon to help deliver max- 
imum efficiency of operation. 


We are honored by our selection, feeling 
that it indicates more plainly than words 
that we are qualified to meet the lubrication 
problems of industry. The vast experience 
of our Lubrication Engineers is available 
for consultation without cost. All you have 
to do is get in touch with us at any of the 
offices listed below. 


CITIES SERVICE OIL COMPANY — Chicago, New York, Cedar Rapids, 
Boston, St. Paul, Grand Forks, Kansas City, Fort Worth, Oklahoma City, Milwaukee, 


Cleveland, Detroit, Syracuse. 


CITIES SERVICE OIL COMPANY, LTD. —Toronto, Ontario. 


ARKANSAS FUEL OIL COMPANY — Shreve 


Miss., Birmingham, Atlanta, Charlotte, N 


Little Rock, Jackson, 
Nashville. "Richmond, Miami. 
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““Ma Says It Tastes of Coal Oil!” 


M; IS probably right. The clerk who 


had to fit shoes and horse collars, 
meastre out nails ‘and draw kerosene 
couldn’t always stop to wash his hands 
before he handled the butter and crackers. 
And .every so often the potato on. the 
spout of the oil can would: joggle off. 


Today, for most of. us, the mixture of 
food andkerosene odor has ceased 'to be a 
problem, More and more of out food, 
packed by electric machines, comes to us 
in Sanitary containers. Electricity does the 
work, “too, of “washboard and ‘carpet 
beaters Automobiles and good roads have 
shortened .distaiites to town and work. 
And because so many of the routine, un- 


pleasant jobs which occupied our parents’ 
time are now only memories, we have 
more opportunities for enjoying life. 


Practically*every® itidustry in America 
has helped to bring about: this ‘progress. 
And every, industry, in doing” so, ‘has 
made. ,useof:.the. economies and manu- 
facturing improvements ‘that’ electricity 
brings. General, Electric, setentists, engi- 
neers, and*workmen have been, for more 
than 60 years, finding ways for electricity 
to help raise Anietican-living standards— 
to create More Goods for More’ People at 
Less Cost. Today théiriefforts are helping 
further to build. and stitegerhen the 
American way-Of life, 


G-E research anil engineering have saved the public from ten to. one feeate dollars 


for every dollar they have earned for General Electric 


GENERAL 


a nn 


ELECTRIC 


952-117B8-211 
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